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AN ECONOMIST’S CONFESSIONS* 


By Joun H. 


I 


One advantage of a presidential address is that one can appear on our 
program with a topic of his own choosing. It is however a dubious ad- 
vantage. As I have proceeded with the job of program making (and I 
am sure my predecessors will testify to what an arduous job it is), I 
have been asked what topic I was reserving for myself. But programs 


are not made in that way, and as one works on a program so extensive 
as ours, he is apt to find that he has assigned about all the topics that 
interest him, and that, far from having reserved anything, his question 
becomes what can he possibly find to say that does not trespass too 
much on others. 

I have decided to make mine a kind of personal confession. I came 
into economics at a later age than most, with virtually no undergradu- 
ate training in it and after several years of college teaching in a dif- 
ferent field. Yet I had had for some time a genuine, if quite untutored, 
interest in some of the economic problems of the times, and before 
entering the Graduate School I carefully scanned the catalogue. I think 
I have never fully recovered from the shock of having practically all 
my choices crossed‘ out, partly on the ground that some of the things 
that had seemed important to me were by then thoroughly understood 
and agreed upon by professional economists—I could read about them 
later—and even more on the ground that one must have a thorough in- 
doctrination in “theory” before doing anything with “applied fields” or 
special “problems.” 

I am not criticizing my advisers and, now that I am somewhat in- 
doctrinated, I would probably give similar advice. This experience, 


* Presidential address delivered at the Sixty-fourth Annual Meeting of the American 
Economic Association, Boston, December 27, 1951. 
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however, not only gave me a feeling of strangeness that I spent most of 
my first year trying to overcome, but also set in motion a process of 
wondering about the content, purposes, and methods of economic in- 
quiry that has remained with me ever since. One result was that (though 
I have taught it and worked in it ever since) I never did have a course 
in money and banking. This was one of the fields, according to my ad- 
visers, in which the theory and the problems had been pretty well 
worked out and agreed upon. Looking back (it was just after the Fed- 
eral Reserve System had been established, and before wartime monetary 
problems—not to speak of postwar problems—had emerged), it does 
appear to have been a time when old controversies had grown sterile 
and most men thought they knew where they stood and found little 
worth debating about. Yet we were on the threshold of a period of re- 
vival of interest which has outstripped all preceding periods, and which 
has I think had more effect upon economic theory and policy, including 
the Keynesian “revolution” and a vast literature on the monetary as- 
pects of the business cycle, than any other development of recent times. 
In international trade, which has been my other main interest, I did 
have a course. I was singularly fortunate to have Professor Taussig as 
a teacher and guide in research, and to have as friends and fellow stu- 
dents such men as Jacob Viner and Frank Graham. But in this field 
also it was a relatively quiet time, and I heard frequently the com- 
ment that international trade theory was the part of classical econom- 
ics, more than any other, that had withstood the buffetings of time and 
change and, along with its handmaiden, the gold standard, had come 
down to us virtually intact and unscathed. 


II 


One strong impression from those days, which has remained ever 
since, is the relativity of economic principles and policies to changing 
conditions. Keynes remarked on the “Ricardian victory” as “due to a 
complex of suitabilities in the doctrine to the environment.”’ This was 
surely no less true of the Keynesian victory; and since then time has 
moved on again, and even the Keynesians are becoming changed men. 
A fair question is how much does our thinking lead and direct, and 
how much does it merely follow, the changes in environment. Very 
much in the literature of economics strikes me as rationalization after 
the event. This is not, however, necessarily a belittling comment, pro- 
vided we know what we are doing and recognize the limitations. 

The alternation of periods of comparative quiet with periods of in- 
tense intellectual ferment has been characteristic of the development 


*J. M. Keynes, The General Theory of Employment, Interest, and Money (New York, 
Harcourt, Brace & Co., 1936), pp. 32-33. 
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of economic thought. Eighteenth-century English economic thinking 
had been relatively sterile before Adam Smith, the founder of classical 
economics, produced his Wealth of Nations in 1776. That book, to 
which I find an increasing inclination to return in the discussion of 
some of our current problems, particularly those of international eco- 
nomic growth, came after a long period of decay of mercantilistic doc- 
trines. The question is not whether mercantilist theory was wrong in 
some absolute sense. Indeed, in our time there has been a considerable 
revival of some of its ideas. But it clearly lacked a “complex of suit- 
abilities’ for the environment of the eighteenth century, and before 
Adam Smith there had been a long period of chipping it away. Smith 
had had a succession of forerunners in such men as Hume, Locke, 
North, Steuart, Petty, and Cantillon; he wove together the separate 
strands of thought which he had found and in the process revealed for 
the first time their full significance for the medern age. 

The Wealth of Nations was, preéminently, the product not only 
of the man but of the times. It was the product of the great economic 
changes, which through their successive phases of geographical dis- 
covery, colonization, and commercial and industrial revolution, were 
sweeping away old doctrines, laws, and institutions—themselves the 
products of their times—and creating the modern world. This close 
relation of ideas and events is of course understandable and desirable. 
There appears to be a fairly well defined pattern. Times change, old 
ideas are undermined, the time span depending upon the importance 
and the rapidity of economic change; and on occasion, when the time 
is ripe, new leaders come forward to produce their “revolutions.”’ Such 
a process is not confined to economics but has characterized every 
field of human inquiry. This is not the source of my unrest. In eco- 
nomics, however, there have been some features of the process which 
have left with me, since graduate student days, the abiding sense of 
wonder, to which I referred earlier, about the progress of our thinking, 
and particularly whether we are making some progress toward doing 
the leading, or are merely being led on by events which, after the fact, 
we seek to rationalize into some plausible pattern. — 

Adam Smith has been described as a great observer, and even as a 
great thinker, but not as a great theorist. Baumol’s very interesting re- 
cent book on Economic Dynamics* begins with a chapter on “classical 
dynamics.” It makes not a single reference to Adam Smith, but gives 
an excellent analysis of Ricardian economics. Yet surely Smith de- 
serves a high place, and perhaps the highest, in any historical account 
of dynamic economics. The point evidently is that, while Smith pro- 


? William J. Baumol, Economic Dynamics (New York, Macmillan, 1951). 
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vided the rationale of the new expanding economy, which had already 
broken its mercantilist fetters, he did not produce a consistent theory 
of value and distribution. This Ricardo did, writing forty years later. 
And so it has come about that Ricardo is known, not only as the 
greatest exponent of classical economics, but as the real founder of 
the classical “system.” By the time the theory had passed through the 
hands of his followers, particularly J. S. Mill, it had indeed achieved 
a triumph. By the middle of the nineteenth century, most economists, 
at least in Britain, undoubtedly were convinced that the basic prin- 
ciples of economics had been fully worked out, though doubtless much 
work would always remain for lesser minds to do in the “applied 
fields.” 
Ill 


It is interesting to reflect on the nature of this triumph. Ricardo 
carried over intact Smith’s philosophy of freedom. I think there can be 
little doubt that this fact, together with Ricardo’s attack on the land- 
lords, was primarily the reason for the triumph. The policy implica- 
tions were thoroughly in accord with that particular phase of British 
economic development. Statesmen, industrialists, and merchants could 
readily understand and heartily endorse them. Indeed, they had by 
then long been living by these rules, and were doubtless delighted to 
find that they had all along been right, and even scientific. 

But few laymen could have known much about Ricardo’s theory of 
value and distribution, any more than most laymen today (who like 
to divide us all into Keynesians and anti-Keynesians) have any un- 
derstanding of the Keynesian system, but base their bias, for or against, 
solely on what they conceive to be the policy implications. For me the 
great paradox of classical economics is that, whereas it began with dy- 
namics, providing the rationale for revolutionary economic changes, it 
wound up in a tight system of static equilibrium theory, which in striv- 
ing for logical consistency became increasingly remote from reality. 
This I think we can ascribe mainly to Ricardo’s theory of value and 
distribution. Economics had taken a major turn in the road—a turn 
away from Smith’s causes of wealth, and a turn which I think has 
mainly characterized economic theorizing ever since. 

Immediately following his striking single-page first chapter, in which 
he promises to reduce classical economics to the status of a special 
case under his own general theory, Keynes begins his Chapter II, on 
“The Postulates of Classical Economics,” with the statement: “Most 
treatises on the theory of Value and Production are primarily concerned 
with the distribution of a given volume of employed resources between 
different uses and with the conditions which, assuming the employ- 
ment of this quantity of resources, determine their relative rewards 
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and the relative values of their products.” In the accompanying foot- 
note, he adds: “This is in the Ricardian tradition. For Ricardo ex- 
pressly repudiated any interest in the amount of the national dividend, 
as distinct from its distribution. In this he was assessing correctly the 
character of his own theory.”’ Keynes then quotes from Ricardo’s letter 
to Malthus: “Political Economy you think is an enquiry into the nature 
and causes of wealth—I think it should be called an enquiry into the 
laws which determine the division of the produce of industry amongst 
the classes who concur in its formation. No law can be laid down re- 
specting the quantity, but a tolerably correct one can be laid down 
respecting proportions. Every day I am more satisfied that the former 
enquiry is vain and delusive, and the latter only the true object of the 
science.’”* 

In earlier papers, covering a span now of over twenty years, I have 
criticized the Ricardian assumptions, with special reference to the the- 
ory of international trade—the given amounts of resources already 
known and in use, the constant costs—and the conclusions which so 
readily follow as to inherent equilibrating tendencies, mutually bene- 
ficial to the trading countries. In view of the origins of classical eco- 
nomics as an intellectual response to an expanding world, a world ex- 
panding on a revolutionary scale, I have never been able to understand 
how our thinking could have come to such a pass, and why as a gradu- 
ate student my teachers should have sought to impress upon me that 
this was the one part of classical economics which we could still ac- 
cept as adequate, undamaged by time and change. To my mind, it was 
never realistic, even for its own times, and certainly not for ours. 

But as the quotations from Keynes indicate, and as Allyn Young 
showed in his brilliant British presidential address in 1928 on “Increas- 
ing Returns and Economic Progress,”* the limitations of the Ricardian 
kind of theorizing applied not only to international trade but to the 
whole field of economic inquiry. It had ceased to be a study of growth 
and had become static equilibrium analysis. 


IV 


Now I must make a second confession. In embarking upon Keynes’ 
General Theory, I was again for a few pages mystified and misled. In 
view of the passagés quoted above, I thought it was going to be a book 
about the causes of wealth, based not on the given resources, already 
known and in use, but on the forces and incentives which increase 
them, and provide the growing real income and increased voluntary 


* Keynes, op. cit., pp. 4-5. 
*The Economic Journal, Vol. XX XVIII, December, 1928. 
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leisure which in our kind of society should be the primary aims of 
economic inquiry. But this book too turned out to be static economics, 
with the difference—and this is what explains classical economics’ 
being a “special case”-—that static equilibrium has now given way to 
“comparative statics,’ and partial equilibrium analysis has now be- 
come total equilibrium analysis. This latter, as it turned out, was what 
Keynes meant by the quantity of resources employed, as distinct from 
their distribution among uses and their relative rewards. 

But surely the basic method is precisely on all fours with the classi- 
cal analysis. It is again a purely logical contrivance which proceeds 
from certain assumed relationships to conclusions which inexorably 
follow so long as the assumptions are maintained inviolate and “other 
things” remain unchanged. In its essentials, the Keynesian system, 
like almost any consistent theory, is simple. Several times in the course 
of the book, Keynes sums it up very well in a few sentences. To my 
mind, it is a recast version of the quantity theory of money, which he 
seeks to “push back toward becoming a theory of output as a whole.” 
He does this by converting the quantity equation into an income equa- 
tion and applying concepts mainly derived from refinements on the 
Marshallian k (demand for money), including as the really unique 
feature of his theory, on which its whole validity depends, his “law” 
of the propensity to consume. The core of the theory is his conclusion 
that an advanced capitalistic society suffers from a combination of a 
declining marginal propensity to consume and declining opportunities 
for investment. This and other parts of the theory, such as the assump- 
tion that costs and prices will remain constant or neutral as effective 
demand rises to a full-employment level of income, represent the ef- 
fect on Keynes of the Great Depression of the ‘thirties; and it is not 
to be wondered at that his American disciples, in particular, elaborated 
his theory (though I think without adding anything not already there) 
into the stagnation thesis. Once again, as with Ricardo, we have the 
“complex of suitabilities to the environment.” 

One interesting point in common, as between Keynes and Ricardo, 
is their attitude toward “laws.’”’ Ricardo had rejected an inquiry into 
the quantity of wealth because no “law” could be laid down. Keynes’ 
analysis of the level of employment turns primarily on his assumed 
“law” of the propensity to consume. Herein lies a real dilemma for 
economic theorizing. We are constantly searching for “laws” or “regu- 
larities” or “normal” or “stable” relationships. Without them we are 
reduced to what Bagehot called the “All Case” method of the German 
historical school. But at the other extreme lies what he called the “One 
Case” method of the British classical school. We are all too apt, seizing 
upon the conditions of a particular period of time and applying the 
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simplifying processes of selection and emphasis to which economic the- 
orizing seems all too prone, to come forth with a system of universal- 
ized “laws,” a system which is perhaps not implausible at its time of 
origin, but which, as it becomes increasingly concerned about the con- 
sistency of its internal logic, turns in upon itself, and grows more and 
more remote from reality. This is precisely the sense in which Adam 
Smith has come to be referred to as not a great economist, whereas 
Ricardo was. And it was because Keynes presented a logical system, 
based on a “law” which seemed not implausible in the conditions of 
the ’thirties, that he was greeted as the founder of the “new” economics. 

No one was better aware than Keynes of the need of qualifying 
general principles to accord with the realities of particular situations. 
His work, including also his earlier books, and particularly the Treatise 
on Money, is full of passages in which he recognizes complicating cir- 
cumstances which do not fit his theories. In the General Theory, 
one of the best examples is his passage on mathematical economics, in 
which he recognizes how much farther formal logic (and the unreali- 
ties inherent in it) can be carried in symbols than in words.’ Or, again, 
his chapter on prices, in which he gives five excellent reasons why costs 
and prices will rise, and inflation emerge, well before his full-employ- 
ment level of effective demand has been reached. No better analysis 
could be desired as to why we experienced the inflationary conditions 
of 1936-37 on a comparatively low level of employment; and nothing 
further would be needed to explain the much more serious inflation of 
the postwar period. But it was characteristic of Keynes—and this may 
be inherent in the nature of economic theorizing—that after stating, his 
qualifications he always swept them aside as “not affecting the rigour” 
of his conclusions. As he said of his qualifications about prices and 
wages: “They have . . . a good deal of historical importance. But they 
do not readily lend themselves to theoretical generalizations.”* So, 
like Ricardo in his particular context, he swept them from his mind, 
and proceeded with his theory. 

But we have been living in a period of very rapid change. Since the 


* Keynes, op. cit., pp. 297-98. 

I have never been sure how much he really meant this passage (though surely he did 
when he wrote it) and how much, perhaps unconsciously, he felt the need of taking the 
curse off his own essentially similar kind of presentation. He, probably more than anyone 
else, provided the impetus for the mathematical model-building which has become a 
kind of economists’ refuge since the General Theory appeared. As one of my younger 
mathematical friends once said to me: “I don’t know whether Keynes’ system is right 
or not, but it is a beautiful thing to play with.” 

It was, I think, in connection with this sort of interest and technique that the word 
‘elegance” came into economics. 

* Ibid., p. 302. 
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war, we have been faced with a condition of inflation, seemingly as 
intractable as the detlationary conditions which found expression in 
Keynes’ theory. We may still argue, as many Keynesians do, that the 
income equation is still as applicable as it appeared to be in the begin- 
ning. But to my mind this is either mysticism or the familiar confusion 
between an identity equation and a law. It was over this same sort 
of confusion that the long controversies about the quantity-of-money 
equation became so sterile. Certainly, in recent years, Keynesian eco- 
nomics has been undergoing fundamental changes. We have become 
dissatisfied with the “law,” as Keynes gave it to us. One form that this 
has taken has been the further analysis of the consumption function. 
It seems now agreed among econometricians that the “simple relation” 
between income and consumption, as Keynes stated it, is unstable, and 
in searching ior a more complex relation which may have some prom- 
ise of greater stability various hypotheses have been introduced which 
contradict Keynes’ own theory. For example, liquidity is now com- 
monly accepted as a factor influencing consumption, whereas in 
Keynes’ theory it affected only investment. We have been working with 
various hypotheses, including saving out of past income, liquid assets, 
capital gains, the last highest income reached during a boom, expecta- 
tions of future income, and other possible factors affecting the income- 
consumption relation. The broad fact seems to be that we have nothing 
left of this basic concept of the Keynesian theory other than that con- 
sumption is an important component of income and deserves all the 
study we can give it.’ 

One over-all criticism of Keynesian economics that seems to me 
justified is that Keynes’ emphasis on the demand side—his principle 
of effective demand—sins quite as much in its taking for granted the 
adaptability of supply as the classical economists did in their reverse 
emphasis. This has interested me particularly in connection with prob- 
lems of international trade adjustment, and how to effect the grand rec- 
onciliation between internal full-employment policies and a country’s 
balance-of-payments position, by some method other than mere grants 
of aid. But its applicability is general and the place to begin the correc- 
tion would be in the internal economy, even if we were considering, as 
Keynes mostly did, a closed economic system. Assuming, as Keynes did, 
constant technique, and confining himself to short-period analysis, 
with no analysis at all of economic processes—how we get from one 
state of static equilibrium to another—Keynes’ theory has always 


"I have taken part of this paragraph, and some scattered comments elsewhere, from 
my paper presented at our Annual Meeting in 1947, “An Appraisal of Keynesian Eco- 
nomics,” Proceedings of the American Economic Association, Am. Econ. Rev., Vol. 
XXXVIII, No. 2 (May, 1948), pp. 273-00 
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seemed to me peculiarly inapt as a starting point for an analysis of 
growth and change, and in this regard inferior to the classical theory it 
was intended to supplant. 

It is not surprising therefore that one major feature of contemporary 
economic thinking is the attempt to dynamize the Keynesian statics. 
We now have, for example, from ardent Keynesians, books with such 
titles as “Towards a Dynamic Economics,” which on inspection turn 
out to be business-cycle theory. Here again, I must make a confession. 
I had thought that while comparatively few theorists, notably Schumpe- 
ter and Marx, had tried to do anything with :long-run theories of 
change—long-run change has been left mainly to the historians and the 
statisticians—the business-cycle theorists had for half a century and 
more been concerned with the dynamics of short-run change. I had not 
thought it unfortunate that, as business-cycle theory developed, its 
relation to classical equilibrium theory had become increasingly tenu- 
ous. This seemed to me one of the major ways in which economic 
thinking had been seeking to come once again in touch with the reali- 
ties of economic life; and one of my main questions about Keynes had 
been whether he had done economics a service or a disservice in at- 
tempting to push the analysis of economic fluctuations back into an 
abstract framework of equilibrium theory. As I said in my paper four 
years ago, I hoped and believed that we would find ourselves bringing 
back the things he temporarily submerged, the study of the processes 
of short- and long-run change, the emphasis on growth and productivity, 
and on price-cost- -profit relationships. 

Now this process is in full swing, and classes in the colleges that 
earlier had dealt mainly with Keynes’ General Theory are wrestling 
with the business-cycle theories of Hicks, Harrod, and other leading 
Keynesians. In the process, Keynesian thinking has undergone further 
pronounced changes. It comes with rather a start to find men, who 
probably still regard themselves as Keynesians, or as having drawn 
their main inspiration from him, writing books about the economic 
characteristics of an expanding economy, and to find, as is true of both 
the Hicks and the Harrod versions of the cycle,* an assumption of a 
rising floor of autonomous investment. Surely this is a far cry from 
the ’thirties. It is true that the language remains, and the income equa- 
tion still stands, as it always must as an identity equation, but I am 
not able to reconcile the assumption of a rising level of autonomous 
investment, providing ever higher bottoms for depressions, and spring- 
boards for bigger booms. To explain the booms, induced investment 

*See J. R. Hicks, A Contribution to the Theory of the Trade Cycle (London, Oxford 


University Press, 1950); and R. F. Harrod, Towards a Dynamic Economics (London, 
Macmillan, 1948). 
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and the acceleration principle are assigned the major réle.” To make 
the transformation complete (but still presumably in the name of 
Keynesian economics), Hicks leaves out money entirely, except for a 
couple of supplementary chapters which he clearly regards as of very 
secondary importance. What now has become of Keynes’ effort “to 
push back” the theory of money toward becoming a “theory of output 
as a whole”? Clearly, the new environment of the postwar period has 
sent us upon a new search for an acceptable “complex of suitabilities”’; 
and Keynes’ theory, as theory, is becoming rapidly submerged. 

One of the most interesting aspects is the treatment of investment. 
What, some of the critics are now asking, is autonomous investment? 
Is there any such thing really? How distinguish between autonomous 
investment and induced investment? Is there not a continuous inter- 
play?*® It there any such thing as a rising rock-bottom consisting purely 
of autonomous investment? And does it not seem ironic that in dynamiz- 
ing Keynesian theory we find it necessary to transform his whole treat- 
met of investment, and turn it round and make it walk in the opposite 
direction from that which he had assumed? In Keynes’ own theory, 
there was no place for induced investment. Investment was the inde- 
pendent factor, tending to decline, and consumption was the induced 
factor, dependent upon income, in accordance with the fundamental 


law of the propensity to consume. 


Vv 


Economic theorizing seems to me pointless unless it is aimed at what 
to do. All the great theorists, I think, have had policy as their central 
interest, even if their policy were merely laissez faire. Keynes’ greatest 
virtue, I have always felt, was his interest in economic policy; and it 
has been said, despite the paucity of discussion of specific policies in 
the General Theory, that he started with what he regarded as the policy 
requirements of the time and built his theory around them. I find this 
quite understandable, and my main objection, as outlined above, is to 
the pretersion to universality which seems to be the inescapable bane 
of theorizing. 

We do not escape this bane when we turn from “general theory” to 


* Probably, along with the rising bottom of autonomous investment, Hicks would 
regard as the most unique feature of his theory the concept of a full-employment ceiling 
which provides the downward turning point in induced investment. The autonomous in- 
vestment floor remains throughout as an unexamined assumption, and the full-employment 
ceiling is purely formal logic, which (as in the case of Keynes’ full-employment “equi- 
librium”) would probably rarely conform to reality, except under direct controls and in 
special circumstances, such as war or defense. It is interesting to note, too, how the 
full-employment “equilibrium” has now become merely a “turning point.” 


“And a continuous interplay between investment and consumption ? 
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some more limited field. I have long since ceased to be interested in the 
theory of international trade; and I have long thought it naive to speak 
of the theory of the business cycle. I strongly sympathize with Trevor 
Swan, the Australian economist, in his recent review of Hicks’ book."' 
Hicks begins his book in his characteristically disarming way, describ- 
ing it as a “progress report,” with “weak links”; but it soon becomes 
apparent that his hope is that this may be the theory of the trade cycle, 
the next stage (after the theorists have approved) being “the concern 
of the statisticians, econometrists, and economic historians” to do the 
detailed verifying. This is a not unfamiliar division of labor suggested 
by the theorists. Swan, in concluding one of the best criticisms of the 
book I have seen, says: “I suspect that the search for the theory of the 
trade cycle .. . is the economist’s equivalent of the search for the elixir 
of life or the philosopher’s stone.” But “each hopeless effort adds its 
quota of knowledge and understanding.’ If the truth of the trade cycle 
is many, policy directed against the trade cycle must reckon not with 
one, but with all its theories. Is it not time . . . to forget the glittering 
prize of achieving the theory of the trade cycle, and concentrate upon 
the systematic and pedestrian attempt to discover how the economy 
works and grows in its parts and as a whole?’’”* 

We do not escape the limitations of the systematizing process when 
we embark on theories of long-run growth and change, as Schumpeter 
and Marx have done. This, however, does seem to me the kind of 
theorizing we stand most in need of, and I regret that it would go far 
beyond the limits of my paper to discuss it. 

I come back then to the question with which I began my paper. Are 
we, through our economic policies, making headway toward doing the 


™T. W. Swan, “Progress Report on the Trade Cycle,” Econ. Record, Vol. XXVI (Dec., 
1950), pp. 186-200. 

™T pause over this sentence. Possibly it is true, but in business-cycle theorizing so much 
depends upon selection and emphasis that theories can even be misleading. Recognition of 
such defects then induces some other theorist to present a counter-theory, and so the 
game goes on endlessly. I have long preferred J. M. Clark’s “strategic factors” approach, 
based on the data rather than on any system of internal logic. 

As the theories pile up one on another, we find ourselves forced to classify (and also 
to sift and discard), to the point where this process of Classification becomes itself a 
form of business-cycle theorizing; the results are almost certain to have stamped upon 
them the selection and emphasis which seem most acceptable to the classifier and inter- 
preter. Such work performs an invaluable service for the graduate students, whose success 
in their doctoral examinations turns so much upon the compendiousness of their knowl- 
edge of the literature. (I had wanted to say “compendiosity,” but cannot find it in the 
dictionary.) 

There is, at the opposite extreme, the all-inclusive type of business-cycle theory (for 
which Swan nominates Kaldor’s theory) into which almost any particular theory can be 
fitted; but this sort of theory is apt to be so generalized as to be merely truistic. 


* Swan, loc. cit., p. 200. 
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leading, or are we merely the victims of our changing environment, des- 
perately hanging on and seeking, after the event, to rationalize as best 
we can? I have spent a good part of my life, half inside and half out- 
side the university, but trying in both places to deal with questions 
of economic policy. My difficulties may be due in part to an innate atti- 
tude of mind, which seems always to have included a vein of skepticism, 
and a desire to try to look all round a problem rather than to plunge 
forthwith for the bold solution. But the real point of my paper is that, 
as I think, the difficulties are largely due to the kinds of reservations 
I have been making about the dependability of theory as a guide to 
policy. 

In any event, I cannot remember when policy questions did not pre- 
sent themselves to me as dilemmas, which I would have to go outside 
formal theory to try to get my bearings on, and even then would find 
very heavy going. About the practical usefulness of theory, I have often 
felt like the man who stammered and finally learned to say, “Peter 
Piper picked a peck of pickled peppers,” but found it hard to work 
into conversation. I will not discuss whether this attitude of mind makes 
for good or bad policy making. Probably we need a mixture of minds 
and temperaments and biases to function effectively. But I will say that 
I think the most dangerous policy maker is the man who knows the 
answer, because he feels he can take it literally from his theory. 


VI 


I had not meant in this paper to deal primarily with specific ques- 
tions of policy, but some comments may have illustrative significance. 
We are again living in a period of revolutionary economic change. In 
the domestic field, I have been mainly interested in monetary and fiscal 
policy. I am hopeful that the sessions on these subjects in our present 
program will add to our understanding, and I hope too that the forth- 
coming Patman sub-committee hearings, following on those of the 
Douglas sub-committee two years ago, will throw further light on the 
interrelated postwar problems of monetary control and debt manage- 
ment. 

But I must confess that, despite all the discussion and the accumu- 
lated experience here and abroad since the First World War, this range 
of problems still impresses me as being one of the great dilemmas, po- 
litical us well as economic. There are few economists today who favor 
unadulterated laissez faire. But about the kind and degree of interven- 
tion there is endless debate. In our kind of economy—apart from war 
or defense—the main emphasis has been on general monetary and fiscal 
controls. But central banking in its heyday did not prevent the booms 
of the ’twenties or the Great Depression of the early ’thirties. The re- 


zt 
q 
= 


WILLIAMS: AN ECONOMIST’S CONFESSIONS 13 


sult was a shift in emphasis toward fiscal controls. I still believe that 
the first phase of this shift, which we called pump-priming, and which 
involved a combination of monetary control and a cyclically unbal- 
anced budget, represented, if we could have held to it, the most promis- 
ing approach. But this seems to me to have been a case, par excellence, 
of theory’s being carried along by its own internal momentum to the 
point where fiscal policy threatened to submerge monetary policy, 
without having proved its own effectiveness. Deficits, instead of being 
merely cyclical, became continuous; monetary policy became burdened 
with the dual and conflicting réles of stabilizing the debt as well as 
stabilizing the economy, and the emphasis on the former rdle increas- 
ingly overshadowed the latter. This was the kind of problem that I 
felt some economists overlooked when they belittled the significance 
of an internal debt on the ground that “we owe it to ourseives.”* 

We can only speculate as to what the further developments might 
have been but for the war. My own view was that we had had one of 
the longest and greatest recoveries on record from the Great Depres- 
sion, and that, though we had let it get out of hand in 1936-37 on a 
still low level of employment, the new recovery from the steep but 
short depression of 1937-38 might well have carried us to a more normal 
level of output and employment, and have provided the setting for a 
more effective coordination of monetary and fiscal policies. 

But the war greatly changed the dimensions and even the character 
of the problem. By attempting to freeze the pattern of interest rates and 
by allowing automatic access by banks to central bank reserves, we 
found that it is not possible to freeze interest rates except in one direc- 
tion, and that longer term rates fall toward the shortest and the debt 
is freely monetized, as bankers and others “play the pattern.” Since 
the war, the great problem has been how to restore some effective de- 
gree of freedom to the monetary authority to perform its rdle as an 
economic stabilizer, with due regard also for maintaining a properly 
functioning government securities market. This is the problem of mone- 
tary policy and debt management. I shall not attempt to discuss it 
here—it is being dealt with in two of our sessions’*°—except to say that 
after slow progress earlier we may now be witnessing something like a 
monetary renaissance, with the Treasury-Federal Reserve accord of 
March 1951 unpegging the long-term rate, and with a demonstration of 

“See J. H. Williams, “The Implications of Fiscal Policy for Monetary Policy and the 
Banking System,” Proceedings of the American Economic Association, Am. Econ. Rev., 
Vol. XXXII, No. 1, Pt. 2 (March, 1942), pp. 234-49. 

See Woodlief Thomas, “Recent Experience with Monetary-Fiscal Measures,” and 
R. V. Rosa, “Integrating Debt Management and Open Market Operations,” which will be 


published in the Proceedings of the American Economic Association, Vol. XLII, May, 
1952, 
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the security market’s ability to stand pretty much on its own feet in 
December 1951—with a minimum of support through open-market 
operations—and to stage a revival of rediscounting up to nearly a bil- 
lion dollars, for the first time in eighteen years, and with no visible 
signs of panic. These seem long steps toward a revival of a flexible in- 
terest-rate policy, without which no general monetary control seems 
to me possible. 

One source of confusion still in our thinking is the distinction be- 
tween the flexibility of interest rates and the level of rates. Many a 
red herring has been drawn across this trail. When the emphasis was 
greatest on fiscal policy and deficit financing in the late ’thirties, some 
economists emphasized most the level of rates, and this emphasis has 
persisted. One can trace it all the way from Keynes’ “euthanasia of 
the rentier” to some of the recent statements by the Council of Eco- 
nomic Advisers. Keynes changed his mind, and almost the last time I 
saw him was complaining that the easy money policy had been greatly 
overdone and interest rates were too low both in England and here. 
When [ suggested that this was being done in his name, and that he 
ought to write another book, he was much amused, and said he did 
think he ought to keep one jump ahead.” What most interests me is not 
the level of rates—the present level may well be the long-run average 
—but the flexibility of rates. I cannot sympathize with the view that we 
had better not alter rates because any upward shift might be perma- 
nent, and that to avoid such a shift we should fight inflation entirely 
by other means."’ 

Despite, however, some recent steps in the right direction, the prob- 
lem of coordinating debt management and monetary control still re- 
mains a dilemma. We shall be at best for some time in the pioneering 
stage, working under conditions for which earlier monetary theory and 
policy provide little guidance. To pose the problem as merely one of 
defining spheres of jurisdiction (though that is not unimportant) is to 


“One of Keynes’ great virtues was that, despite his propensity to theorize, and to 
project each new theory into universal time and space (which suggests the analogy of 
the detective story writer who becomes absorbed in the internal consistency of his plot, 
until he becomes absorbed in another plot), Keynes was ever sensitive to the changing 
conditions of his time and country. Some of his postwar utterances in particular suggest 
that in some fundamental respects he had come almost a full circle in his thinking. See, 
for example, in addition to his changed views about the interest rate, his article on 
“National Self-Sufficiency,’ Yale Review, Vol. XXII, Summer 1933, as contrasted with 
the posthumous article on “The Balance of Payments of the United States,” Economic 
Journal, Vol. LVI, June 1946. 

* Including fiscal policy, direct monetary controls, and quite possibly other direct con- 
trols. There is not space to deal with direct monetary controls, but I do favor their 
permanent retention, as probably the most acceptable form of direct controls, and among 
the most effective provided reasonable discretion is given to the monetary authority. 


; 
‘| 


WILLIAMS: AN ECONOMIST’S CONFESSIONS 15 


miss the true nature of the dilemma. It can be solved, if at all, only 
through coordination of policies, covering a range that goes even be- 
yond the Treasury and the Federal Reserve System. We have, I think, 
made important progress from the thinking of the twenties, which 
ran mainly in terms of controlling investment through the effects of 
interest rates: on borrowers, and which assumed that banks would al- 
ways be “loaned up.” While we should not swing to the other extreme 
~—the borrower will always be important—the conditions of the ’thirties, 
characterized by large excess reserves and a mounting public debt, 
shifted the emphasis toward the lender; and, as I said earlier, it was 
under these conditions (the pump-priming phase) that we began to 
appreciate the possibilities of the combination of deficits and easy 
money as instruments of recovery. 

A debt, however, of the present size presents new problems—prob- 
lems of debt structure and of debt holding, as between bank and 
non-bank investors, problems of how to control the great institutional 
investors, such as the insurance companies, while at the same time 
making efficient use of them for Treasury financing, problems as be- 
tween marketable and non-marketable debt, of finding proper instru- 
ments of debt for small savers, problems of achieving a correct pattern 
of maturities, so that the debt will not pile up unduly in the short or 
long or intermediate sectors.‘* All of these questions in the sphere of 
debt management have a bearing on the effectiveness of monetary 
control, for the less the debt is capable of self-management, the greater 
becomes the need for central bank support of it, and the more mone- 
tary control as an economic stabilizer becomes submerged by the con- 
flicting need of supporting the government security market. Thus in- 
evitably it is a dual problem rather than a problem of jurisdiction. 

My mind for a long time has run chiefly on the thought that with 
a large debt, widely held, small changes in interest rates could be ef- 
fective in creating uncertainty, preventing the monetization of the 
debt and “playing the pattern’’; and that, combined with a proper fiscal 
policy, such a policy of flexible interest rates could be developed into 
an effective instrument of economic control. But without adequate 
fiscal cooperation, the task, to say the least, would be most discourag- 
ing. As experience since the war has taught us, even when the budget 
is balanced, monetary control has to step aside temporarily when the 


* As an example of what happens when there is an undue proportion of short-term debt, 
we may observe the experience of England, where short-term rates, even after the war, 
had to be frozen completely. It is significant that in its recent measures attempting to 
regain some control over the money supply, Britain has had to unfreeze its short-term 
rates, and at the same time to make efforts toward reducing the amount of such debt 
relative to longer-term debt. 
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Treasury is engaged in refunding operations, and the main emphasis 
has to be placed on providing an adequate security market. It needs to 
be emphasized therefore that, though we may have been making some 
progress recently, we shall be facing quite a different set of circum- 
stances when, as now seems most probable, the Treasury begins again to 
incur substantial deficits. Shall we then be forced back into the frozen 
pattern of rates, and shall we find ourselves again providing automatic 
access by the banks (and others) to central bank reserves? Though we 
did last year unpeg the long-term rate by the Treasury-Federal Reserve 
accord, we did it largely by converting the long-term marketable debt 
into non-marketable debt.'’ It remains to be seen what we shall find 
ourselves doing once we get into substantial deficit financing. This is 
what I meant earlier by the need for a wider coordination of policies. 
The size of the budget and of the deficits depends upon Executive and 
Congressional action. 
VII 

What seems certain is that we need a more rounded monetary-fiscal 
policy, in which each part plays its proper réle. The experience of other 
countries as well as our own has indicated that fiscal policy by itself is 
by no means the cure-all that in the first flush of enthusiasm it was 
thought to be. For one thing it seems highly improbable that the Con- 
gress, in any country, would ever accord as great a degree of discretion 
and fiexibility--or could possibly—as in the monetary field. Through 
the use of an increasingly progressive individual income tax and the 
corporate income tax, we have achieved a substantial degree of built-in 
flexibility on the revenue side of the budget; perhaps what we most 
need now is a broader and more flexible use of regressive taxes (in the 
form of indirect taxation) if we really want to use taxation contra- 
cyclically. Since the war, we have, up to now, avoided deficits, and in 
the earlier years have even had surpluses. We have moderately reduced 
the federal debt, though this was partly due to the fact that we had 
previously overborrowed for war purposes. But these achievements, 
noteworthy though they are in the circumstances, have been due 
mainly to the retention of taxation at virtually its wartime level and, 
since Korea, to an increase in the tax burden by some fifteen billion 
dollars. The level of expenditures has remained high and intractable, 


“Or rather, into convertible debt, giving an option of converting the 234 per cent non- 
marketable bond into a marketable 114 per cent five-year note; a policy which I feel 
may cause us added difficulties, if this should become the chief new technique for tapping 
long-term funds. In my view, to get true sensitivity through moderate changes in interest 
rates, we shall need particularly to increase our intermediate and long-term marketable 
debt relative to the short-term debt. 
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despite vigorous efforts by some Congressmen in both parties to reduce 
less essential or wasteful expenditure; and nuw, since Korea, it is 
climbing back toward a level not much below that of the war period. 
There is no real indication in this postwar experience that we are mak- 
ing progress toward a truly contra-cyclical use of fiscal policy; though 
perhaps, in view of the extraordinary circumstances of the cold war and 
now rearmament, such an achievement was hardly to be expected. 

One aspect of fiscal policy that I felt was underemphasized in the 
discussions of the ’thirties was the dangers that may be inherent in 
the growing size of the budget as distinct from its variability. Keynes, 
for example, said in 1940: “It appears to be politically impossible for 
a capitalistic democracy to organize expenditure on the scale necessary 
to make the grand experiment which would prove my case . . . except 
in war conditions.’*° This point of view was widely prevalent among 
American economists, who laid our failure to achieve full employment 
in the ’thirties to the fact that the yearly deficits were only three or 
four billion dollars instead of ten or fiftee: billions. As the war drew 
to a close, there was much misgiving among government economists, as 
well as academic, that the reduction of expenditures from the wartime 
level would recreate large-scale unemployment. Predictions to this 
effect were freely made and postwar policies were based upon them, 
reinforcing the inflationary tendencies that have since proved so in- 
tractable. This whole experience in prediction—one of the most strik- 
ing failures in the history of economics*’—was clearly due to the 
Keynesian bias in favor of large public expenditure. It was accom- 
panied by such a show of “scientific” technique, with much making of 
mathematical models, projections, and regression lines (and much scoff- 
ing at business men as “armchair economists”) that the plain man, 
though he might distrust the conclusions, could scarcely be blamed for 
being bewildered and misled. 

As I have indicated, the bias toward high public expenditure tends to 
load the task of contra-cyclical variation onto the revenue side of the 
budget. Instead of the diamond-shaped pattern of change which the 
budget should have, with the two sides moving in opposite directions, 
we tend to have a rising burden of taxation to counter the persistent 
upward tendency of expenditures. Such a process, if long continued, 
would be likely not only to undermine any true contra-cyclical budg- 
etary policy but to change the character of the economy. The sheer size 


* The New Republic, July 29, 1940. 

71.4 good parallel was the joint meeting of the American Economic Association and the 
American Statistical Association in December 1929, when the most optimistic forecaster 
said the “recession” resulting from the stock market crash of 1929 was already over, but 
the public would not realize it until February, 1930; and the most pessimistic said it would 
end about Labor Day, 1930. 
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of the budget raises serious questions about the viability of the economy 
—its vitality, its productivity, its flexibility and adaptability—to a 
far greater extent than was appreciated in the ’thirties. We tend to 
accept maladjustments as a sort of force majeure which can be over- 
come only by increasing doses of public intervention. The economy 
becomes harder to stabilize, and budgetary policy becomes a less effec- 
tive stabilizing instrument. 

I have long sympathized with the thesis of Colin Clark, the Aus- 
tralian economist, that a burden of taxation beyond some percentage 
of the gross national product (he puts it at 25 per cent) turns upon 
itself and, instead of having the deflationary effects intended, becomes 
an engine of inflation, partly through pushing up wages and other 
costs and thus pushing up prices to the point where the tax burden, 
in real terms, has been brought back within the limits of tolerance, and 
even more through undermining incentives to produce and to save. The 
Cripps budget of 1948, which created a substantial surplus, was re- 
garded as a miracle of austerity and self-discipline in the harsh con- 
ditions confronting Britain. But there are now many British econo- 
mists who question whether the losses in incentives to workers, business 
men, and investors have not more than offset the deflationary effects in- 
tended. There are now suggestions in Britain that the way to get more 
work is to tax-exempt wages for specific kinds of work or beyond some 
standard schedule of work-time. In countries like Britain and Sweden, 
and even here, rising corporate taxation is accompanied by rising de- 
preciation allowances which also tend to undermine the intended effect. 
Even we discuss various forms of tax exemption, and make proposals 
for legislation, in order to get more work, or more output of particular 
kinds, or more saving (and more investment of savings in government 
securities ). It seems generally agreed that the British tax burden has 
reached and probably passed the limits of tolerance; and it seems 
more than a coincidence that the disillusionment about the big budget 
is being accompanied by a return to general monetary control in Britain 
and many other European countries. 

As I said earlier, we clearly need a better-rounded monetary-fiscal 
policy; and failing this, we should recognize that the next turn of the 
road would be toward direct controls, the alternative, in the present 
context of events, being more careful scrutiny as to the amount of infla- 
tionary pressure the economy can tolerate. One of the main fears in 
Britain today, for example, is that the rearmament program, if it 
overtaxes British capacity, may result in permanently fastening upon 
Britain the direct controls which since the war they have been seeking 
to relax, at least internally. The American answer traditionally has 
been to seek relief through increased output. In the war, we got a 
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wholly new vision of the expansibility of our economy. But we must 
not forget that the extraordinary expansion of output in the war, though 
it was an important factor in postponing inflation, did not prevent our 
getting it later on. Perhaps equally impressive has been the expansion 
of output since Korea, even though the defense program seems to be 
lagging in some important respects. Industrial production in 1951 was 
10 per cent above 1950, and 25 per cent above 1949; it surpassed 
every other year except the two peak war years. Total output of goods 
and services, in real terms, was larger than even in the peak war year 
1944. This is all the more noteworthy, in that we embarked upon the 
rearmament program from an already very high level of employment 
and production, whereas at the outset of the war there was still large 
unutilized capacity. 

Since recovering from the initial shock of Korea, and the later Chi- 
nese intervention, we have managed to maintain a precarious balance 
between inflationary and deflationary forces. How long this balance 
may continue will depend largely upon two factors, the size and speed 
of the rearmament program, and the public behavior as to saving. 
Saving, from a low point of 2.2 per cent of disposable income after taxes 
in the buying panic after Korea, rose last year to about 10 per cent. 
Against this anti-inflationary factor (and the further one that we may 
not soon repeat the great increase in inventories that followed Korea), 
we have to set the size and speed of the armament program, combined 
with a continuing high volume of investment. Though I am of course 
quite incompetent on the military side, it must be emphasized that 
this will be our most serious economic problem, if we are not to dissi- 
pate our defense effort through renewed inflation; and if this is a diffi- 
cult problem for us, it is of course much more so for our Allies. We 
should not rely too much on mere increase in output. Though less 
serious than a scarcity inflation, the expansion of output is an inflation- 
ary process, in that incomes are paid out before goods appear in the 
market; and military expansion means that incomes are paid out to 
produce goods not available for civilian consumption. Unless the pro- 
gram is kept within feasible bounds, or unless we can count on in- 
creased saving (than which nothing is less predictable), we may find 
ourselves undoing with one hand what we are trying to do with the 
other, and also creating a grave prospect of recession when we come to 
the period of levelling off the rearmament program. 


If domestic problems raise questions about the relation of theory to 
policy, this is even more the case in the international sphere. Since, 
however, this paper is already long, and my paper at last year’s meet- 
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ing was on this subject,** my comments will be brief. Throughout its 
history, international trade has played a leading réle in economic 
growth and change. In modern times, it has been a process of growth 
from a center in which the countries outside the center have owed their 
development (and often their very existence) to the movement of 
factors, as well as of goods, from the center; and the center countries 
have in turn owed their further development primarily to this move- 
ment. Such a world was inevitably heterogeneous, with countries in 
markedly different stages of development. Any theory of international 
trade which does not approach the subject matter in this way must 
have very serious limitations as a guide to policy. Here particularly, 
we should feel the inadequacies of static equilibrium analysis. 

One of the greatest paradoxes of recent times is that, while since 
1914 the world has been in a state of profound and virtually continuous 
disturbance, formal international trade theory has continued to empha- 
size equilibrating tendencies. This has been true even of non-Keynesian 
theory, but even more true of the Keynesian type of analysis of inter- 
national trade adjustment in terms of income. There has been, I think, 
a tendency to run away from the actual problems by putting them 
under an expansible umbrella labelled “short run” or ascribing them 
to wars and periods of transition. The broad fact is that after nearly forty 
years we find ourselves in a very different kind of world, with most 
of the problems still remaining to be solved, and new ones continually 
appearing. 

Though I cannot sympathize with the tendency of theorists to throw 
out everything that does not fit long-run theory under a general label 
of “short run,’ I do feel that we have been troubled all along by two 
basic problems, one of which is relatively short run and the other secu- 
lar. But the main point about them is that they are interrelated in the 
sense that the former would probably not exist (or recur so persistently ) 
but for the latter. Since the end of the First World War, much has 
been said about maldistribution of reserves. This was Keynes’ com- 
plaint in his Tract on Monetary Reform in 1923, when he said that 
the world’s gold was buried in the vaults of Washington. There has 
been a persistent bias toward gold absorption by this country. Owing 
in large part to this bias, it has not been possible either to restore the 
gold standard or to work out any other feasible international system. 
The International Monetary Fund has up to now been almost wholly 
inoperative, and it remains to be seen how successful will be the much 
more limited experiment of the European Payments Union set up 

= J. H. Williams, “International Trade Theory and Policy—Some Current Issues,” Pro- 


ceedings of the American Economic Association, 4m. Econ. Rev., Vol. XLI, No. 2 (May, 
1951), pp. 418-30. 
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under the Marshall Plan, unless some provision is made for feeding 
dollars into it. The maidistribution of reserves has played a major réle 
in the deterioration of multilateral trade, which even before the Second 
World War had become pronounced. This is a short-run problem only 
in the sense that it has given rise to frequent short-run crises. Since the 
last war, European reserves, and particularly British reserves, have dis- 
played a biennial pattern, with crises in every odd year. There is some 
truth in the view that if European, and particularly British, reserves 
were larger, some of these storms could be ridden out. The alternative, 
as experience has already shown, is further emphasis on exchange con- 
trols and other discriminatory practices, and on further exchange-rate 
adjustments, and, quite probably, further deterioration of multilateral 
trade.** 

These problems are symptomatic of deeper-seated maladjustments 
arising out of long-run cumulative changes in the relative positions of 
the trading countries. The great commercial revolution for which Adam 
Smith provided the rationale re-made the internal economies of the 
Western European countries. This was the great movement from the 
center. It bestowed on those countries enormous advantages. Through 
export of capital, labor, and entrepreneurship, as well as goods, they 
were able to concentrate capital and labor on a small amount of land, 
resulting in a population density now four times ours, in increasing 
return industries and to buy the products of increasing cost industries 
from abroad. But in doing so, they have become committed to a par- 
ticular organization of *t'eir productive effort. As such countries lose 
their initial advantages and foreign markets are cut off or seriously 
reduced through the growing productivity advantages of other countries 
developed in the process, it becomes increasingly difficult to find alter- 
natives, either domestic or foreign. This is the basis of the urge for 
European integration, which has been present under some form or 
name ever since the Marshall Plan began. Whether we have been 
making any headway with this problem in its long-run aspects, as 
against mere reconstruction from war, still remains a much unsettled 
question; and one now confused anew by the rearmament program. 

Meanwhile the United States, which in earlier stages of development 
absorbed European labor and capital and provided an expanding 
market for European manufactures in exchange for our food and raw 
materials, to our great mutual benefit, has in its later stages of develop- 
ment presented a growing threat of chronic world imbalance. Occupy- 


* This subject played a major part in the United Nations’ special report on National 
and International Measures for Full Employment (Lake Success, United Nations, 1949). 
It is discussed anew in the most recent United Nations’ special report on Measures for 
International Stability (New York, United Nations, 1951). 
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ing a great and diversified land area, the United States has developed 
a rounded economy, marked by rapid technological progress, on a scale 
never previously witnessed. It produces over 40 per cent of the world’s 
manufactures, but still relies predominantly on home supplies of food 
and raw materials. Over the last hundred years, our imports have de- 
clined from about 10 per cent to less than 5 per cent of our national 
income, compared with percentages of 10 to 30 or higher for Western 
European countries. Since the 1870’s, the composition of our foreign 
trade has undergone pronounced changes, with imports of manufactures 
showing a large relative decline and exports of manufactures a large 
increase (from about one-seventh of our exports to about one-half). 
In the process, the share of Europe in our trade has undergone a 
marked secular decline, and the pattern of our trade has shifted toward 
the non-European world. Though the wars have undoubtedly accentu- 
ated these changes, they were already apparent before 1914. They 
raise a question whether Western Europe, if much more vigorous meas- 
ures toward increasing productivity are not taken (and it must be re- 
membered that increasing productivity is a race—this country cannot 
be expected to stand still), is not in danger of being pushed into a back- 
water. 

Meanwhile a great change appears to be under way in the relation 
of industrial production and trade to foods and raw materials. For 
perhaps three-quarters of a century, the problem had been whether 
the industrial countries could absorb the food and raw materials which 
they had been instrumental in developing in other countries, on terms 
of trade tolerable to the latter. Now the imbalance appears to be swing- 
ing the other way. Owing partly to the expansion of industrial output 
in Europe under the Marshall Plan, and even more to our own absorp- 
tion of raw materials (in the consumer durable goods industries as well 
as in the capital goods industries), there is a general world problem of 
availability of supplies. Again, this problem has been much accentuated 
by the rearmament program; but it was becoming apparent even before 
Korea. Worid industrial production since 1938 has grown by some 50 
per cent, while the output of food and raw materials has at most in- 
creased by 10 per cent. Some experts have estimated that, apart from 
the United States, the world’s food production is now lower than before 
the war; and if we take out a few items, such as petroleum and alumi- 
num, this may well be true also of the raw materials. 

This problem of the changing balance in production points up the 
need, on the economic side, of an effective program for the under- 
developed countries. It comes, however, at a time when sharply diver- 
gent views are developed as to the purposes of international investment 
(or grants). The less developed countries, with their recently won 


. 


WILLIAMS: AN ECONOMIST'S CONFESSIONS 23 


sovereignty and their growing social welfare consciousness, often do not 
welcome the nineteenth-century kind of foreign investment, which they 
regard as “exploitation,” a process of extraction at low cost of what the 
industrial countries wanted, while doing little or nothing toward creat- 
ing a better rounded economy and a better scale of living. Thus, the 
urge for a mixed economy collides with the world need for primary pro- 
duction. Moreover, the number of countries is limited from which good 
results could be expected from any large-scale program of investment. 
Probably what we need in many countries is pilot experiments, such as 
the International Bank might undertake (and has already); and in 
any event any general investment program would have to be planned or 
controlled by governments, not only because private capital is still 
timid (after the mistakes of the ’twenties) but because we would not 
otherwise know how the parts might fit together. 

These are surely not short-run problems. Nor are they problems for 
which good policy answers can be derived from formal theory. 


IX 


As I look back over my paper, I have some misgivings. The discus- 
sion of current problems has taken more space than I intended, and it 
may well be a mistake to try to cover such large areas of policy in what 
can at best be only thumb-nail sketches. It may well be too that some 
readers who might not be unsympathetic to the general thesis of this 
paper, and might want to join me in some of my confessions, may fall 
out with me when it comes to the specific policies. For I have often 
felt that, whether we agree or disagree in our formal theorizing, it is 
when we come to policy making that we really find out how we stand. 
But in any case, I did feel the need of attempting some kind of illustra- 
tion of what I was driving at in the earlier portions of the paper. 

Now that I have somewhat eased my mind of some things that have 
long been on it about economic theory and method and the purposes of 
economic inquiry, I should like somewhat to smooth the troubled waters 
though I do hope I have troubled them. If any theorist takes my 
remarks too much to heart, I can only say that I never get much beyond 
being in a quandary. As Keynes said, without theory we are “lost in 
the woods.” We must of course have hypotheses for testing. But it is a 
close question whether it is any worse to be lost in the woods than in 
one’s theory, pursuing its internal consistency to the point where con- 
tact with reality is lost. This, I think, is the biggest of all our dilemmas, 
and there may be no escape from it. I do not pretend to have provided 
an answer; but it should do us no harm to be aware of the limitations 
under which we work. 


. 


A GENERAL THEORY OF BARGAINING 
By J. Pen* 


I. The Present State of the Theory 


Until recently, economic science did not include a theory of bargain- 
ing. This unsatisfactory state of affairs is brought home to us by the 
fact that, beginning with Edgeworth, the price, under conditions of 
bilateral monopoly, is designated as “indeterminate” by authoritative 
economists (Béhm-Bawerk, Bowley, A. M. Henderson, Marshall, 
Nichol, Pigou, Stackelberg, Stigler, Tintner). This indeterminateness 
is not a characteristic of the price in itself (as is conceded by some of the 
aforesaid economists), but is a consequence of the inadequate theories of 
bilateral monopoly that miss their mark, 7.e., the determination of the 
tinal price resulting from the bargaining. If we accept the theory that 
this price is indeterminate, we submit to agnosticism. But the agnostic 
attitude is sometimes defended, by pointing out that the problem is not 
economic, but one that belongs in the realm of psychology. However, 
this argument cannot be accepted, because one of the tasks of economics 
is to elucidate the relation between the price and the psychological 
factors (the latter being known as data). Neither is it allowable to neglect 
the problem with the argument that the clement of power plays a de- 
cisive réle at the bargaining table; as will be shown below: power (as far 
as it is of an economic nature), can be analyzed by economic theory. 
The present state of the theory is all the more unsatisfactory because 
wage determination under trade unions, being a case of bilateral monop- 
oly, is also left in the dark. Thus, this agnosticism would mean bank- 
ruptcy of the theory of wages. 

In the meantime some rather isolated attempts have been made to 
tackle the problem. Dismissing such solutions as that by Cournot,’ who 
supposes that one of the bargainers dictates the price and the other re- 
acts by quantity manipulations, we must start out from an active atti- 
tude of both bargainers with respect to the price. A fortiori Schumpeter’s 
peculiar theory, indicating the intersection of supply and demand as 
the final point of equilibrium, is not taken into consideration. This the- 

* The author is an economist with the Dutch Ministry of Economic Affairs, The Hague, 
Holland. 


"A. Cournot, Recherches sur les Princi pes Mathématiques de la Théorie des Richesses (1838), 
ed. 1938, p. 72. 
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ory implies a passive attitude with respect to price on both sides of the 
market, which is an altogether improbable supposition.? 

Of minor importance are those theories that attempt to make the 
situation determinate by introducing special premises with respect to 
the behavior of the bargainers.’ Fellner’s‘ starting point (maximum col- 
lective gain) is interesting but too narrow to contribute to a general 
theory of bargaining. Even the Neumann-Morgenstern approach starts 
out from a set of too-specific premises, e.g., rational conduct, neutral 
risk valuation, perfect insights’; the last supposition is very dangerous 
in this connection, as will be shown below. In the following sections we 
will try to construct a theory which is not based upon simplifying or in- 
hibiting premises with respect to the conduct and the knowledge of the 
parties; in other words, a general theory. 

At the beginning of the nineteen ’thirties, two attempts were made to 
determine the bargaining equilibrium between employers and trade 
union, viz., by Zeuthen* and by Hicks.’ The reasoning by Zeuthen will 
be outlined in Section IV. Hicks’ theory runs as follows:* the central 
factor in the bargaining is the mutual threatening with a strike (or a 
lock-out). Both parties will have in mind some extreme wage rate, which 
they will accept rather than strike. This wage rate is a function of the 
expected length of the strike; the longer the strike the bargainer ex- 
pects, the more unfavorable (to himself) will be his extreme wage rate. 
For the employer the said function—the concession function—is mo- 
notonously rising; for the worker the function—called resistance 
function—is monotonously falling. According to Hicks, the intersection 
of both curves indicates the bargaining equilibrium, provided that ra- 
tional conduct and a certain amount of knowledge on the part of the 
bargainers are assumed. 

However, the present author fails to see why the intersection deter- 
mines anything. Hicks’ reasoning is all about the limits of the contract 
zone, and explains nothing of what happens between these limits. At the 
intersection of the curves the contract zone is a single point, so there is 

2 J. Schumpeter, “Zur Einfiihrung der folgenden Arbeit Knut Wicksells,” Archio fur 
Sozialwissenschaften (1927), p. 238. 

3 For instance, Bilimovit (“Der Preis bei beiderseitigem Monopol,” Weltwirtschaftliches 
Archiv {1943}, p. 352) follows Jannacone in considering the case that both bargainers choose as 
their goal “equal negative deviations from the maximal collective gain.” This hardly seems 
practicable. 

4 Competition among the Few (New York, 1949). 

’ Compare J. F. Nash, “The Bargaining Problem,” Econometrica (1950), p. 155. This author 
also presupposes equal bargaining skill, whereby interesting aspects of the problem are left 
out of the picture. 

6° F. Zeuthen, Problems of Monopoly and Economic Warfare (1930), “Du Monopole Bi- 
latéral,” Revue d’Economique Politique (1933), and Il Monopolio del Lavore (1936). Zeuthen’s 
ideas have been further developed by H. Denis, Le Monopole Bilatéral (1943). 

7 J. R. Hicks, The Theory of Wages (1932). 

Tbid., p. 141 ff. 
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no problem at all; but this situation will be realized only by the merest 
chance. There are no forces compelling the bargainers to the Hicksian 
point. In all situations where the limits of the contract zone do not coin- 
cide, this theory does not help us much further. 

A more fruitful attempt is made by Shackle,’ who has investigated 
the choices of the bargaining subject on the basis of some new ideas on 
the notion of probability. The different bargaining strategies offer dif- 
ferent prospects of gains and losses. These prospects are in relation to 
certain probabilities as seen by the bargainer; these probabilities are 
called ‘potential surprise.” The possible outcomes of a bargaining plan 
and the related values of the potential surprise are compared by means 
of indifference maps; so a rational choice can be made between the strate- 
gies. 

In my opinion, the theory of Shackle is to be seen as a valuable theory 
of the bargaining plans. It offers, however, no answer to the important 
question as to which final price will result from the clash of the conflict- 
ing plans. Therefore it cannot be maintained that Shackle determines 
the outcome of the bargaining, and in this respect his theory remains 
unsatisfactory. 

On the problems of bargaining and of economic power (bargaining 
power), some remarks are made by Dunlop, Slichter and Shister. 
These comments will be referred to below. They do not aim at a com- 
plete theory of bargaining, and, moreover, they do not elucidate the 
bargaining equilibrium. 

The bargaining situation is, of course, dealt with by a great number 
of “labor economists.”’ Their approach is in most cases of a preponder- 
antly institutionalist character, and the central problem is hardly ever 
reached, let alone solved.'® Even Ross," who directs his attention to the 
“pressures” to which the trade union leader is exposed, neglects the 
problem of the bargain equilibrium, and the reader of this in other re- 
spects very illuminating book, cannot escape the impression that this 
equilibrium remains indeterminate. 

As a final example of the deceptive character of the theory, Haley's 
contribution to the American Economic Association Survey of Con- 
temporary Economics may be cited. Haley answers the question as to 
what a bargainer will do if he has the power to dictate the conditions of 
the bargain to his adversary. In all cases outside this very exceptional 
one, contemporary theory leaves us in darkness. 


*G.L.S. Shackle, Expectation in Economics (1949), p. 101 ff. 

‘© For example, H. A. Millis and R. E. Montgomery, Organized Labor (1945); E. E. Cum- 
mings and F, D. Devijver, The Labor Problem in the United States (1947); H. A. Millis et al., 
How Collective Bargaining Works (1945). 

" A. M. Ross, Trade Union Wage Policy (1948). 

— and Distribution,” A Survey of Contemporary Economics (Philadelphia, 1948), 
p. 34. 
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II. The Problem and Its Data 


In the foregoing section the problem has been indicated: What are 
the factors that determine the result" of the bargaining? The answer to 
this question should not be a bare summing up of these factors, but the 
interplay between the factors and the way they influence the final result 
should also be made clear. The factors should be systematized in a 
scheme of reference that can serve as a tool in analyzing concrete bar- 
gaining processes. 

Because all social phenomena are to a certain degree interdependent, 
all phenomena are, intrinsically, determining factors in the outcome of 
the bargaining process. Somewhere in the causal chain, we have to place 
a limit to our investigation. The first factor at the other side of this limit 
is called a datum. 

The choice of this limit is arbitrary. We will draw the circle very 
closely, and start out from given preferences of the bargaining parties 
with respect to different possible outcomes of the bargaining process. 
Each bargainer will derive a certain satisfaction, which we call ophelim- 
ity, from the attainment of a certain price. The seller’s ophelimity is 
denoted by S, the buyer’s ophelimity by B. If we call the price p, we can 
designate the ophelimities as S(p) and B(p). These ophelimity functions 
are the primary data for our problem. 

Although these functions are considered as data, this does not say 
that we will abstain from looking to see what is behind them. We will 
not attempt to construct a theory about the factors determining the 
ophelimities, but some remarks about these factors are necessary to 
avoid misunderstanding. 

The determining factors of the ophelimity functions may be very com- 
plicated. The simplest case is that of two coldly calculating business- 
men, say a monopolistic seller and a monopolistic buyer of a half-finished 
product. The ophelimities are in this case identical with (or parallel to) 
the profits. Instead of an ophelimity function we can speak of a profit 
function. These functions are not, as one might at first expect, monoto- 
nously rising (for the seller), or falling (for the buyer); at a higher price 
the buyer will decrease the quantity he is buying and this will depress 
the seller’s profit."* So the seller’s profit function will be represented by 
a curve that shows, somewhere, a maximum. The price at this maximum 
we call the seller’s optimum price; it is denoted by #,. In the same way 
the buyer’s profit function shows a maximum at the price p». Now there 
is a bargaining problem if 


Ds > po. 


3 We will speak mainly of price or wage bargains, so “the result” means “the final price.” 
See, however, Section VII. 
4 We do not consider the case of simultaneous price- and quantity bargaining. 
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Apart from the sober profit figures there may, even in the case of bar- 
gaining businessmen, be psychological factors behind the functions. 
The attaining of a certain result may have a certain value in itself, just 
as the hunter who shoots a rabbit will derive a certain satisfaction from 
it, quite apart from the expected pleasure of his dinner. This we call the 
‘ludic’”’® element behind the ophelimity. Sometimes it becomes appar- 
ent in a negative sense, especially when the bargainer is forced away 
from a price he has heavily insisted upon, and he fears to “lose face.”’ 
In this case the ophelimity function may show a sharp peak at the price 
that was claimed before. 

New complications arise when the bargaining businessman does not 
only represent his own firm but has to defend the interests of a com- 
bination of firms. If the profits of members of the group are affected by 
the outcome of the bargain in different degrees, the representative has 
to weigh the different interests. This weighing process may be very im- 
portant in determining the shape of the ophelimity function. Further- 
more, the bargainer may have been given certain instructions that 
meke it very desirable for him to come home with a certain result. It is, 
of course, not our intention to treat here all the difficult problems con- 
nected with such situations. 

A few comments ought to be made on the ophelimity function of the 
trade union or, rather, of the trade union’s representative at the bar- 
gaining table. Just as with the businessman the relation between price 
and profit may be an important, but not the only, determining factor 
of the ophelimity, the relation between the wage rate and the wage bill 
may influence the trade union leaders’ shape of the ophelimity function, 
without playing the only réle. The elasticity of the demand for labor is 
only one of the determining factors of the ophelimity function. (It is 
to be remembered that the relevant factor in this connection is not the 
elasticity in fact, but the idea about the elasticity in the mind of the 
bargainer; this quantity lies somewhere between high negative values 
and considerable positive values, and may be governed by rather strange 
economic theories as well as by advanced econometric methods.) Dif- 
fering with earlier views, Ross has pointed out that factors other than 
the said elasticity are much more important in shaping the ideas of the 
trade union’s leader. If, for instance, the members of the union have for 
some reason or other a strong preference for a certain wage rate, and the 
leader believes he will lose the confidence of the members if he does not 
succeed in realizing the claimed wage rate, it is very improbable that the 
elasticity will influence his preference at all. In this case the ophelimity 
function will show a very high peak at the critical wage rate. Similarly, 
other preferences of the trade union’s leader that were, from the view- 
point of the earlier theory, strange deviations can, in Ross’s view, easily 
be accounted for. It is not necessary that they be dealt with here. 


® From Latin ludere: to play a game. 
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The preceding remarks show that the ophelimity functions embrace 
all factors that determine the bargainer’s preference for a certain out- 
come of the bargaining. No separation is made between “rational” and 
“irrational”’ factors.” 

Thus stated, and starting from given conflicting preferences, the bar- 
gaining problem is seen as a power problem, because the ophelimity 
functions express the will of the subject. Power is defined as the capacity 
of one subject to carry through its will against the will of another sub- 
ject. (According to these definitions the power of the trade union is not 
reduced by a high elasticity of the demand for labor. This factor may 
reduce the will to raise the wage rate; it is a volitional factor.) Now 
our problem can be formulated anew: what determines bargaining 
power??? 


Il]. The Fundamental Elements of Economic Power 


The concept of power as defined above is too wide for economic 
analysis; not all power is economic power. The general concept of power 
can be narrowed by considering the consequences, or by considering the 
roots, of the exercise of power. The former does not seem very prac- 
ticable; the acceptance of this criterion would lead to the use of the 
term economic power in the case of employment of brute force for the 
purpose of extorting money, for instance. Such a concept of power would 


include numberless heterogenous elements, and might rightly be de- 
scribed as amorphous. Thus for analytical purposes the latter criterion 
is preferable. Economic power has economic causes, but may have non- 
economic, ¢.g., political, aims. The acceptance of this fact will do much 
to clear away the confusion in regard to the determinateness of the price 
under bilateral monopoly. The problem is sometimes seen as non-eco- 
nomic in character,'* but this is true only if the power is of a non- 
economic nature. If the state fixes a wage rate, the power behind the 
decision is of a political nature and cannot be analyzed by economic 
science. If the wage rate arises out of bargaining between businessmen 
and trade unions, the power may be of a purely economic character, 
and economic theory has a hold on it. 

16 This differs with the viewpoint of Zeuthen and Hicks, who presume that a conflict between 
the limits of the contract zone is possible (see below). This implies that the subject can choose 
in divergence from his own “preference,” which is only possible if some kind of separation is 
made in the preference factors, for instance between “real” and “false” preferences, between 
“rational” and “irrational” preferences or between “fundamental” preferences and “whims.” 

17 The notion of bargaining power is denied by Charles Lindblom, “Bargaining Power in 
Price and Wage Determination,”’ Quart. Jour. Econ. (1948), p. 408, because, among other 
reasons, it is impossible to conceive of it apart from “the strength and the desire to use it.” 
As will be shown below, the desire to use power is indeed a very relevant factor, but we deny 
that the conception of power thereby becomes superfluous. Our problem, however, is to find 
a means of escape from the difficulties indicated by Lindblom. 

8 Cf. G. Tintner, “A Note of the Problem of Bilateral Monopoly,” Jour. Pol. Econ. (1939), 
p. 270. 
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Now we come to the question: when are the foundations of power 
economic in character? The answer is simple. Economics is the science 
of scarcity; scarcity gives rise to the dependence of the subject on cer- 
tain quantities of goods. If these goods are in the hands of a seller who 
cannot be perfectly substituted by another seller, the buyer becomes 
dependent on the seller. The seller can exercise economic power by 
threatening to withhold the goods, that is to say, he is able to make the 
subject do things he would not have done otherwise. So economic power 
is controlled by two conditions: first, the dependence of the buyer who 
is to be subordinated to the seller; and second, a possibility for the 
supplier to withhold his offer or, more precisely, the buyer’s belief, 
right or wrong, that this possibility exists. 

The first condition implies imperfect possibility of substitution of 
sellers. Here lies the link between the theory of power and the theory 
of the market. It is possible (but it will not be attempted here) to 
integrate the following theory of bargaining with theories like Triffin’s 
that focus attention on the elasticities of substitution. 

The second condition—the possibility to withhold—is satisfied only 
if the sacrifice connected with the withholding of the supplies is not 
prohibitive for the supplier. The sacrifice consists in being deprived of 
the sum that the buyer is to pay. We see here that the powerful party 
must be, to a certain extent, independent of the party that is to be sub- 
ordinate. This is the symmetrical, bilateral element in the situation. 
The fundamental element of economic power is the mutual dependence 
of the bargainers. 

This concept of mutual dependence must now be specified as to quan- 
tity. This can be done by using the ophelimities. The buyer’s loss in 
case of the withholding of the goods by the seller, equals B(p), at least 
when the situation wherein no contract is made with the seller under 
consideration,, yields for him an ophelimity=0. Usually this situation, 
which we will indicate by the term conflict,’ yields a positive or a nega- 
tive ophelimity. We call it the conflict ophelimity; it is denoted by B, 
for the buyer and S, for the seller. This ophelimity is not influenced by 
the price that is bargained for, and is not put down as its function. 

The conflict ophelimity is, of course, a very strategic factor in our 
problem. The elements behind it are similar to those behind the ophelim- 
ity function. First, there is the amount of profit that may, in case of 
conflict, still be made; this quantity may be negative. Secondly, there 
are the ludic elements: the satisfaction which a bargainer who bears 
a grudge against his adversary, will derive from the conflict. Thirdly, 
on the labor market, the ophelimity may be influenced by political fac- 
tors (like public opinion) and by the attitude amongst the rank and 


'* The conflict may be temporary or not; it may or may not be accompanied by some sub- 
stitution of partners. 
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file of the trade union. All these factors have their counterpart in the 
factors behind the ophelimity function (the ophelimity of the con- 
tract). There is one factor, however, that has no such counterpart. It is 
the bargainer’s estimate of the outcome of the conflict, especially when 
the conflict is of a temporary nature. A conflict that is considered before- 
hand as lost, will impart negative ophelimity. If the bargainer has con- 
fidence in the outcome of the conflict, it will yield him a high ophelimity 
at its very beginning. Generally, the ophelimity will be influenced de- 
cisively by the bargainer’s expectation of the future. In the case of a 
temporary conflict the latter implies the bargaining constellation vis d 
vis the same adversary; in the case of a final conflict the possibility and 
profitability of finding a new partner is taken into account. 

As it is not our intention to outline a theory of the conflict ophelimity, 
this quantity will be treated as given. We can now indicate the depend- 
ence of the buyer upon the seller as B(p)—B,. This may be called net 
contract ophelimity. It is of course a function of the price p. 

The bargainer can be subordinated only if he is dependent, that is if 
his net contract ophelimity is positive. The price at which 


B(p) — B. = 0 


is the extreme price that can be imposed on the buyer. We call it the 
(upper) limit of the contract zone. In the same way, the seller’s zero net 
contract ophelimity gives us the lower limit of the contract zone.”° Be- 
tween these limits lies a range of prices, at which the bargainers are 
“attached” to each other. (This does not mean, as is sometimes sup- 
posed, that within the contract zone, the quantity sold is not influenced 
by the price.) As long as the price lies within the contract zone, the 
situation is called bilateral monopoly; conversely, we define bilateral 
monopoly as any relation between a seller and a buyer that is character- 
ized by a contract zone. The “conflict’”’ may imply partner substitution; 
in that case bilateral monopoly is delimited by competition, which 
makes itself felt at the limits of the contract zone. Following this line of 
thought, the bargaining situation, bilateral monopoly, and economic 
power are not absolute concepts that have nothing in common with 
competition; on the contrary, they are supplementary to the notion 
of competition. They represent the element of “play” in a régime of 
competition. 

The relation of the bargainers’ net contract ophelimities is the funda- 
mental factor in the notion of power. Both quantities are a function of 
the price. This is an indication that the functions determine among 


2° These limits differ from those indicated by Edgeworth (Cf. Mathematical Psychics, 1881.) 
‘The latter are relevant only if the powerful subject can impose an “all-or-none”’ clause on his 
adversary. Cf. W. Fellner, “Prices and Wages under Bilateral Monopoly,” Quart. Jour. Econ. 
(1947), p. 524. 
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themselves the outcome of the bargaining. The higher the price which 
at a given moment is bargained for, the greater is the seller’s net con- 
tract ophelimity, and the smaller is his power. The reverse holds for the 
buyer. Because economic power determines the outcome and is itself 
a function of the price, there exists a scissor-like movement essential to 
our problem. 

However, this statement in itself does not solve the problem. The 
net contract ophelimities are fundamental, but they are not the only 
factors behind the notion of economic power. Other factors, viz., those 
that determine the effectiveness of the threatening, are also relevant. 
These factors must now be found and examined. 


IV. Zeuthen’s Theory of Economic Warfare 


Our investigation will be based on the work of F. Zeuthen, which 
may be considered a milestone in the history of the bargaining problem. 
Zeuthen was the first who went in search of the “values and quantities” 
that determine the bargainer’s conduct. We shall not try to give a com- 
plete picture of his theory; only the more important aspects will be 
dealt with. Following Zeuthen, we shall discuss the labor market. 

Zeuthen reasons as follows: 


At each step in the bargaining process the bargainer must compare 
the possible advantages and disadvantages. The advantages consist 
in the attainment of a more favorable price. The disadvantages con- 
sist in the possibilities of a conflict. The decisive factors in a bargainer’s 
choice are not only the magnitude of these advantages and disad- 
tages, but also the bargainer’s estimation of their possibility. The lat- 
ter expectation, designated as the risk* of a conflict, is the central fac- 
tor in Zeuthen’s theory. 


Let us suppose, as Zeuthen does, that the trade union measures its 
ophelimity by only one criterion, the wage bill; and that the elasticity 
of the demand for labor is zero. If we call the wage rate that is at 
stake at a given moment #, the wage rate the union hopes to reach ,, 
and the amount of employment tg a (so that a@ is the ascent of the linear 
ophelimity function),™ the possible advantage of a certain step for the 
trade union is expressed by 


pntga—ptga. 


2 Derived from the last chapter “Economic Warfare” of Problems of Monopoly and Eco- 
nomic Warfare (1930). 

* In this paper the word risk is used in a non-Knightian sense; risk is not distinguished from 
uncertainty. As a matter of fact, the risk of a conflict is uncertain in the Knightian sense; it 
cannot be computed in a statistical or actuarial way. 

* These premises are, in the present author’s opinion, not necessary. They will be omitted 
in the next section. 

* The concept of the ophelimity function is not found in Zeuthen. 
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If we cali the union’s conflict ophelimity S,, the possible loss connected 
with this step is 
S.. 


Now call the risk of a conflict connected with the step under con- 
sideration r. Then the actuarial value® of the gain is 


(1 — 1)(pn tg a — p tg a) 
and the actuarial value of the possible loss 
r(ptga— S.). 
The value of the behavior of the bargainer is™ 
(1—r)(prtga— ptga) >r(ptga 
out of which the maximum value of r can be solved 


"p,tga—ptga 
patga— 


= 


If r is smaller than this quantity, the trade union will press for a higher 
wage rate. As soon as r equals fmax, the bargainer is ready to enter into 
a contract. But this last line of thought is not followed by Zeuthen; we 


will pick it up again in the next section. Instead Zeuthen concentrates 
his attention on the function 


Tmax > Tmax(P) 


which has, for the union, a decreasing shape. In a similar manner, fmax 
can be determined for the businessman; here we find an increasing func- 
tion. Now Zeuthen’s theory culminates in the conclusion that, provided 
the fulfillment of certain conditions with respect to the rationality of 
the behavior and the perfectness of the bargainer’s knowledge of each 
other’s position, the bargaining equilibrium will be indicated by the 
intersection of both risk functions. To sum up: the outcome of the bar- 
gaining is, according to Zeuthen, determined by the equality of the 
mutual risk of a conflict that the parties dare to accept, and the maxi- 
mum risk of a conflict that the bargainer will accept equals the quotient 
of his possible gain and his possible loss. 

It is evident that this conclusion is very elegant. However, it cannot 
be accepted. There is a fatal missing link in Zeuthen’s reasoning. The 
conclusion that the bargainers will stop bargaining and enter into a con- 
tract at precisely the point where their maximum risks are equal, is 


*% The term “actuarial value” means simply the product of risk and value. It does not imply 
that the risk can be ascertained by actuarial calculation. 
* This, of course, presupposes neutral (actuarial) risk valuation. See below, Section V. 
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perfectly unwarranted. Even the supposition that the parties behave 
rationally and know quite a lot about each other brings no logic into 
the theory. Why should a bargainer submit at the moment his adver- 
sary accepts the same maximum risk as he does? 

We must conclude that the intersection of the Zeuthenian curves is 
as meaningless as the intersection of the Hicksian curves.”” But in other 
respects Zeuthen’s theory has much more merit than that of Hicks. By 
emphasizing the réle of the risk factor, Zeuthen elucidates the very 
essence of the bargaining process. The effectiveness of the threat de- 
pends upon the adversary’s estimate of the risk of such a withholding. 
In the following sections we shall attempt to outline a theory of bar- 
gaining, using some of Zeuthen’s ideas. 


V. The Equilibrium of One Bargainer 


In this section we shall try to throw light upon the factors that deter- 
mine the equilibrium position of one bargainer, let us say the seller; 
that is, we will investigate at what price he will abstain from further 
bargaining and be willing to contract. The interplay between the bar- 
gainer and the bargainer equilibrium will be treated in the next section. 

The first divergence from Zeuthen’s system concerns the motivation 
of the bargainer. In our ophelimities all aims and preferences are pre- 
supposed. As a first consequence of this difference we need no distinction 
between rational and irrational behavior. Secondly, our ophelimity func- 
tion is not, as Zeuthen’s, linear, but shows a maximum. Therefore, the 
price that the bargainer strives for, is not a rather arbitrary p,, but is 
well defined as p,. The basic relation now takes the form 


(1 — r)[S(p.) — S(p)] > r[S(p) — S:]. 


The most important difference from Zeuthen’s formula is that this 
relation describes the choice of the bargainer as independent of the 
“rationality” of the choice. There remains only one Zeuthenian premise, 
viz., the “actuarial mentality,” or neutral risk valuation, which will be 
removed below. But apart from this, the bargainer simply cannot escape 
the “law”’ as expressed by our relation.”* 

Just as Zeuthen does, we derive”® 


27 Cf. supra, Section I. 

28 Not any more than a subject can escape the “law’”’ that he prefers an orange to an apple, 
if we observe that he chooses the former. Zeuthen’s theory does not run in terms of revealed 
preference; he wants to know which results of the bargaining are more “probable” than others. 
His theory has a somewhat normative quality, for Zeuthen wants to tell the bargainer what to 
do. Our theory accepts the bargainer’s conduct and tries to determine his decision post facto. 

** The procedure followed is admitted only if the ophelimity is seen as a cardinal notion. 
The bargaining problem cannot be solved if we start from the Hicksian notion of preference 
alone. As is pointed out by Armstrong, “Uncertainty and Utility Function,” Econ. Jour. 
(1948), the same holds for all problems in which uncertainty plays a réle. The old controversy 
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S(p.) = S(p) J 


Tmax 


The seller is caved in when 


We will now try to get rid of the premise of the neutral risk valuation. 
We define actuarial mentality as the propensity of the subject to value 
the expectation of an uncertain event, which is worth A and has a 
probability x, with xA. A subject with a non-actuarial mentality will 
value the expectation with another value, say Z. Now call Z/A = y; then 
the function y=®(x) expresses the risk valuation, this being the satis- 
faction (or dissatisfaction) the subject derives from the risk-taking as a 
fact in itself. We call ® the risk valuation function; it is clearly a datum 
for economic science. 

Now we can drop our last premise. The equilibrium of the seller is 
written 


7, = 0. 


S(p.) — 


Both terms at the left of the equation are fractions between 0 and 1. 
The first is the maximum risk of a conflict the subject will accept; this 
we call propensity to fight. The second is the factual risk of a conflict 
the subject expects. We must now investigate how this last quantity is 
determined. 

For that purpose we remind the reader that the limit of the contract 
zone with which the seller is confronted is indicated by 


B(p) — B= 0. 


If the seller knew this limit, he would assign to r, the value 0 for the 
whole range of the contract zone; at the limit, r, would suddenly rise 
to 1. As a matter of fact, however, the bargainer will not know precisely 
his adversary’s position, and he must rely on guesswork. The state of 
his knowledge is expressed by the function 


r, = F,[B(p) — B-]. 


This correspection function® F, expresses the relation between the 


about the good sense of a quantitative notion of utility cannot be discussed here. It is re- 
markable that recently the cardinal notion of utility is recommended by using the factor of 
uncertainty; cf. Morgenstern and Neumann, Theory of Games and Economic Behavior Chap. I 
and W. Vickrey, “Measuring Marginal Utility by Reaction to Risk,” Econometrica (1945), p. 
391. 

8° The word “correspection” is from Schumpeter, op. cit. 


| 
S(pe) S. 


36 THE AMERICAN ECONOMIC REVIEW 


factual net contract ophelimity of the buyer and the risk of a conflict, 
as estimated by the seller. If the bargainer has a perfect insight of his 
adversary’s position, his F coincides with the x and the y-axis. Generally 
the insight is imperfect, and F is a negatively inclined curve. If the 
bargainer underrates his partner’s net ophelimity, that is, if he over- 
rates the risk of a conflict, his correspection function les in the first 
quadrant. In the reverse case, it lies in the second quadrant. The 
shifts in the correspection function are often the main tactical factor in 
bargaining. 

We can now sum up our reasoning in the following relation indicating 
the price at which the seller will stop bargaining and be amenable to 
contract. 


— S(p) 
S(p.) — Se 


The relation contains six elements that are all given, viz., the two 
ophelimity functions, the two conflict ophelimities, the seller’s risk 
valuation function and the seller’s correspection function. The former 
four elements are data for our problem; the latter two are data for eco- 
nomic science. 


| — F,[B(p) — B.] = 0. 


VI. The Bargaining Equilibrium 
The equilibrium position of one bargainer is, of course, not a suffi- 
cient condition for the bargaining equilibrium. If the seller is, at a given 
price, ready to enter into a contract, but the buyer is not, the negotia- 
tions must continue. Therefore, the final price must satisfy two equa- 
tions at the same time : 


~ F,[B(p) Be] = 0 


S( ps) Se 
3G) Be F,[S(p) — S.] = 0. 


During the bargaining the two equations are conflicting. It is the 
task of the bargaining process to eliminate this conflicting character. 
This being established, the way to the analysis of the bargaining process 
is open; each maneuvre of the parties is reflected by the elements of the 
equations. The analysis of the bargaining process is the analysis of the 
shifts in these elements.*! 

Let us now try to outline some of these shifts. They will take place 
in the interplay between the parties; a number of steps in the bargaining 


* Zeuthen’s theory rests upon one equation—equality of the mutual propensity to fight— 
and therefore lacks the possibility to discern the necessity of the equilibrating shifts. 
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process have no other intention than to shift the adversary’s position. 

The first element of our equations, the risk valuation function, is a too 
deeply rooted characteristic of the subject’s psychical structure to be 
affected by the bargaining. It may change but it is not adaptable to 
strategical manipulation. 

The second element is the ophelimity function. Even when the ophe- 
limity is completely determined by money profit, it may be influenced 
by the bargaining process. The bargainer may succeed in attempting to 
convince his partner that the latter entertains a wrong conception of 
the relation between the price and profit. But, of course, this line of 
attack is usually rather futile. On the labor market it often seems more 
fruitful than between businessmen; the union may point out that a 
higher wage will have a favorable influence on the worker’s morale and 
on profits; and the employer may hold that profits are already so small 
that they do not admit of higher wages, so that employment will suffer 
much more from an increase in the wage rate than the union believes. 
In answer to this, the union may call attention to the beneficial effects 
of the raising of the worker’s purchasing power and profits. Similar 
discussions between bargainers are to be considered as a mutual pushing 
and pulling of each other’s ophelimity functions. 

Furthermore, the bargainer can influence his partner’s ophelimity 
function by preventing ludic shifts of it. He must, for instance, create 
a friendly atmosphere which facilitates his partner’s retreat from too 
ambitious claims. 

The shifts in the partner’s ophelimity function which the bargainer 
attempts to bring about, can be distinguished as horizontal and vertical 
shifts. With horizontal shifts, the tops of the functions come closer to 
each other; the seller tries to pull the buyer’s function to the right, the 
buyer tries to pull the seller’s function to the left. The vertical down- 
ward shifts leave the optimum price unaffected but lessen the intensity 
with which the bargainer strives for a certain outcome. The buyer 
tries to diminish p, as well as S(p,) at a given »,. Both shifts give a 
more favorable bargaining equilibrium to the buyer. 

The interest of the parties in the shifts of each other’s ophelimity 
functions is of a twofold nature. This is easily deduced from the equa- 
tions. The seller’s ophelimity function does not only, among other func- 
tions, determine the seller’s propensity to fight, but also the buyer’s 
expectation of the risk of a conflict. If the seller’s ophelimity function 
shifts to the left and the buyer does not perceive it, he will still profit 
by it because the seller’s propensity to fight will ceteris paribus de- 
crease; but if the buyer does perceive the shift, he will profit more, be- 
cause of the then apparent decrease in fp. 

The shifts that are dealt with above are peaceful in character. They 
consist in influencing the adversary’s will, and depend in a certain sense 
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on his cooperation. This is not the case with the influence exerted by 
the third element of the equation, the conflict ophelimity. The oppo- 
nent’s conflict ophelimity must be made as small or as negative as pos- 
sible, and this is done by outright threatening. The conflict must be de- 
picted as long and bitter, which may give the bargaining a warlike char- 
acter. This strategy is, like the manipulation of the ophelimity function, 
a two-edged sword: it decreases the other party’s propensity to fight 
as well as the first party’s idea of the risk of a conflict. 

We come now to the fourth and last element of the equations, the 
correspection function. It is clearly capable of wide shifts, which are, 
in many cases, the main equilibrating factor in the bargaining process. 
The parties will try to shift the opponent’s function upwards and to the 
right, and in the meantime try to fit the own correspection function as 
closely as possible to the X- and the Y-axis. When F coincides with the 
X- and the Y-axis, the bargainer knows his adversary’s extreme price 
and he can, without risking a conflict, stick to a price that is somewhat 
less unfavorable to the opponent than the extreme price. It is to be 
remembered that as a consequence of our definition of the ophelimities, 
the possibility of a conflict within the contract zone is excluded. If a 
bargainer who is seen through, changes his ideas under heavy pressure 
of his adversary, the latter’s correspection remains perfect only if he 
is fully aware of the change of the former’s ophelimities. Therefore a 
theoretical setup that is based on the hypothesis of full insight is a very 
dangerous one. 

It is dangerous in still another respect. A subject that possesses full 
insight into his adversary’s position cannot effectively be threatened 
within the contract zone. If we suppose perfect insight at both sides 
of the bargaining table, all threatening must necessarily be in vain, the 
execution of economic power is impossible, and the outcome is in- 
determinate.” 

The influencing of the other party’s correspection function can be 
attempted by two methods. The first is the direct one: the belittling of 
the own contract ophelimity by pointing out, on the one hand, that a 
certain price is very unsatisfactory, and, on the other hand, that a 
conflict is regarded with indifference or even with confidence. The sec- 
ond method is the indirect one. It consists in starting out with high 
claims that are only compatible with a high propensity to fight. Now, 
generally, a high propensity to fight means a low net contract ophelim- 
ity.* The risk of a conflict is inflated by one of the parties with no other 

® We must therefore conclude that all theories that assume perfect knowledge of the ad- 
versary’s position (Nash, Zeuthen, and particularly Denis, op. cit., p. 60) are on a wrong track. 
By eliminating uncertainty, the essence of the problem is lost. This is a case in which the 


economist’s cherished hypothesis of a perfect knowledge does not make things determinate but 
indeterminate. 


® The relation between the two is explained below, Section VII. 
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intention than the shifting of the opponent’s correspection function. 
This is a dangerous strategy, for if the bluffing partner is seen through 
he must reiterate. If he fears loss of face or if other reasons make him 
stick to his claims, this implies a shift in the ophelimity function which 
will show a sudden peak at the claimed price. If this peak lies outside the 
contract zone, a conflict will arise. 

The foregoing remarks do not pretend to give a complete picture of 
bargaining tactics. They merely indicate some of the main possibilities. 
However, all other possible tactics can be dealt with in an analogous 
manner, using the equations as a starting point of the analysis. 

Furthermore, our reasoning makes it possible to outline the some- 
what hazy notion of “bargaining skill” that is used by some authors,™ 
as the personal capacity of the bargainer to shift the elements of the 
bargaining situation, as set forth above, in his favor. This concept may 
be seen as a iast rudiment of the notion of “rationality” in the bargain- 
er’s conduct. All other concepts of “rationality” seem to me superfluous 
and harmful when used in connection with the bargaining process. 


VII. The Significance of the Foregoing Theory 


A first superficial glance at the equations that constitute the essence 
of our theory might give rise to the too optimistic view that the theory 


gives the result of the bargaining in an exact, predictable way. Of 
course this is not so. The formulas are exact indeed, but prediction is 
not. There are two reasons for this. In the first place, ophelimities are 
not (yet) adaptable to direct measurement, and neither the risk valua- 
tion nor the correspection function can be ascertained exactly. Secondly, 
if some measuring technique could be made to apply to the elements of 
the bargaining situation (which, in the author’s opinion, is by no means 
impossible), the shifting character of the elements would still be a serious 
obstacle to prediction. 

If this be true, can we still legitimately stick to our thesis that our 
equations determine the outcome of the bargaining? We can. For the 
theory indicates the factors that determine the outcome. Although the 
equations do not primarily aim at quantitative goals, they make the 
result of the bargaining determinate, in the sense that they give a con- 
densed theory of the determination of the result. They guarantee that 
our theory is a closed system; no factor is overlooked.* The determining 
factors are not only enumerated, but their interplay is also exposed. 

The significance of the theory lies mainly in the elucidation of the 


* J. T. Dunlop, Wage Determination under Trade Unions (1944), p. 119, calls it “pure bar- 
gaining power.” 

% This is true only as far as the data of our problem are considered. Behind the data, and in 
particular behind the ophelimities, lies a host of factors that are only hinted atin the foregoing. 
This point comes up for discussion below, when Dunlop’s analysis is dealt with. 
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notion of bargaining power. Given the ophelimity functions (expressing 
the opposed wills of the bargainers), economic bargaining power de- 
pends on the conflict ophelimities, the risk valuation functions, and on 
the capacity of the parties to shift these determinants. The net contract 
ophelimities, being the most fundamental elements of economic power, 
turn out to play a twofold réle. On the one hand, the opponent’s de- 
pendence on the bargain (defined as his net contract ophelimity) deter- 
mines, together with the correspection function, the bargainer’s esti- 
mate of the risk of a conflict. On the other hand, the bargainer’s own 
dependence on the bargain is one of the factors determining his propen- 
sity to fight, which equals in equilibrium the estimated risk of a con- 
flict. The relation between the propensity to fight and the net contract 
ophelimity is as follows: the difference between the denominator and 
the numerator of the quotient that determines, together with the risk 
valuation function, the propensity to fight, equals the net contract 
ophelimity.* 

The usefulness of our scheme of reference can be shown by applying 
it to a number of special cases. This will not be done here. However, the 
usefulness can be illustrated to some extent by comparing the scheme 
of reference with existing views. As an object for comparison we choose 
Dunlop’s view on the matter, because it includes one of the very rare 
attempts to elucidate the concept of bargaining power (with respect to 
the labor market). 

Dunlop classifies the factors determining bargaining power as fol- 
lows 

1. Tastes of workers and employers, with respect to wages and man- 
hours bought and sold—the indifference maps. Institutional factors, 
such as property rights and wage-hour legislation, which influence 
conditions of demand and supply, should also be included. 

Market conditions, specially the type of competition in the labor 

market, the product market, the market for complementary factors 

of production, and the market for competitive factors of production. 

In the last two markets, elasticities of substitution are important 

factors. 

3. Pure bargaining power: ability to get favorable bargains, apart 
from market conditions. 


* If this latter quantity equals zero, the quotient equals unity. In that case the propensity 
to fight also equals unity, whatever the shape of the risk valuation may be, and the bargainer 
has reached the limit of the contract zone. The irrelevance of the shape of # in this limiting 
case is the outcome of the fact that there is no uncertainty when the bargainer himself de- 
cides to break off the bargaining; the risk of a conflict is 100 per cent. There is another limiting 
case in which is irrelevant, viz., when the bargainer reaches his optimum price. The afore- 
mentioned quotient is then zero, and the propensity to fight is also zero. The bargainer can 
reach this extreme position only if his estimate of the risk of a conflict is zero too. These limit- 
ing cases are interesting in a theory of oligopolistic price determination, that can be generalized 
from our theory of bargaining. Limited space forbids dealing with this point here. 


37 Dunlop, op. cit., p. 77, ff. 
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Some objections to this enumeration may be raised. First, it seems 
rather incomplete. It especially lacks the conflict ophelimity, or the 
factors behind it, such as the degree of unionization. Perhaps the miss- 
ing factors are to a certain extent included in the “market conditions.” 
This brings us, however, to a second objection: the enumeration is lack- 
ing in clarity. It is not clear whether factors are omitted because they 
are, in Dunlop’s opinion, of no importance, or because they are already 
included in some of the enumerated factors. In other words: the enu- 
meration lacks a definite structure.** Now both objections have a deeper 
root in what is the real criticism of Dunlop’s classification, namely, that 
the enumeration of the factors is nothing but an enumeration. There 
is no analysis of the interplay between the factors, there is no theory.*® 
Therefore, we cannot be sure that the enumeration is complete, and for 
the same reason, the classification is more or less hazy.*° 

A comparison between Dunlop’s classification and our equations 
shows clearly the difference between the two forms of reasoning. The 
equations indicate the interplay and the structure of the determining 
factors. It is to be remembered, however, that they do so only in regard 
to the elements that are given for our problem, viz., the ophelimities, 
the risk valuation functions, and the correspection functions. Behind 
these factors lie more determining factors; some of them are mentioned 
in the foregoing sections, but we have not endeavored to construct a 
theory about these deeper-seated factors. This is the reason for the 
choice of our data. 

The question arises in how far our theory is general. It was pointed 
out above that, in principle, all possible lines of conduct of the bargain- 
ers can be analyzed within the framework of the equations. There is, 
however, one type of strategy which is formally covered by the analysis, 
but on which the theory does not shed much light. It is the simultaneous 
manipulation of two variables which are both at stake. For instance, 
the bargaining on the labor market may be about the wage rate and, 
let us say, a pension scheme. The union may open the negotiations with 
a high claim in respect to the pension scheme, only with the intention 
to lessen this claim in favor of the wage-outcome. Formally, tactics of 
this kind can be dealt with by considering the pension claim as one of 


38 For instance, it does not seem impossible that the elasticities of substitution are, in some 
way or other, affecting the shape of the indifference maps. 

39 This is not to say that Dunlop’s book contains no theory about wage determination. Of 
course it does. But the theory runs in terms of supply and demand curves (or revenue and cost 
curves) and, therefore, it does not determine the equilibrium of bargaining. For Dunlop’s 
treatment of the situation of bilateral monopoly, cf. op. cit., p. 88. 

#9 Another example of an incomplete enumeration is Shister’s analysis, “The Theory of 
Union Wage Rigidity,” Quart. Jour. Econ. (1943), p. 530. Shister divides the notion of bar- 
gaining power into three elements, viz., the elasticity of the demand for labor, the skill of the 
bargainer, and the ability to strike successfully. This, too, is a partial enumeration that 
throws a spotlight on certain factors and leaves others in the dark. 
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the determinants of the shape of the ophelimity function. This pro- 
cedure leaves the pension-outcome unanalyzed. Therefore it would be 
necessary to consider the ophelimity function of the pension-outcome 
(p not symbolizing the wage rate, but some criterion of the pension 
scheme), and to put side by side two equations for the bargain equi- 
librium with respect to the pension-outcome. Then we have two sets of 
equations. Formally, the wage-pension combination is determined by 
the four equations but it may be doubted if this method is still feasible. 
It does not furnish a comprehensive scheme oj reference for all the steps 
in the bargaining process, and in particular, no light is shed upon the 
interrelationship of the two sets of equations. We must conclude that 
this kind of double-criterion bargaining is not dealt with in a satisfactory 
way in our theory. 

Multiple-criterion bargaining excluded, the theory covers the whole 
field of the bargaining process. The theory is general in another respect. 
A number of constellations that are not commonly seen as bargaining 
situations, or as cases of bilateral monopoly, can still be treated as such, 
if we are willing to give a somewhat formalistic extension to the limiting 
cases of bargaining, viz., to the one-sided power relation. The situation 
in which the seller fixes his price, that is, dictates his will to the buyer, 
can be seen as a limiting case of bilateral monopoly; the latter concept 
being defined as a situation in which a contract zone exists. This pos- 
sible extension of the theory of bargaining cannot be attempted here; 
in the writer’s opinion, it can contribute to our insight into oligopolistic 
problems.* 

Finally, the equations can be applied to some non-economic, ¢.g., 
political bargains. It is to be remembered that in this case the threaten- 
ing, too, has a non-economic character. The greatest difficulty here 
seems to be the ascertaining of the precise criterion that is at stake; 
most political bargains are about multiple-criterion outcomes, that are 
very difficult to condense into a single criterion. As pointed out above, 
this is a serious obstacle to the applicability of our theory. As the ap- 
plication to non-economic bargains lies outside the scope of economic 
theory, the multiple-criterion character of these bargains calls for no 
discussion here. 

“ Even perfect competition can formally be treated as a limiting case of the bargaining 
situation. The ophelimity functions are represented by coinciding verticals. The conflict 
ophelimity equals, for both parties, the contract ophelimity: there is nc net contract ophelim- 
ity, and no mutual dependence of the bargainers. The propensity to fight is zero for the 
market price, and unity for all deviations from it. The correspection is perfect. The risk of a 


conflict is zero for the market price, and unity for all deviations from it. The exercise of eco- 
nomic power is impossible. 


UNDEREMPLOYMENT EQUILIBRIUM RATES OF GROWTH 


By Rosert EIsNER* 


I.—I ntroduction: Aggregative Theory Tackles the Problem of Growth 


There is evidence that the Keynesian revolution is moving into a 
new phase. After over a decade of discussion, the aggregative concepts 
of the determination of the levels of income and employment have 
become well-intrenched in the core of economic theory. “Saving and 
investment curves” and the approach which they symbolize have be- 
come the common property of the professional economic theorist and 
the college sophomore. But at this point an advance guard has plunged 
on. Harrod, Domar, Hicks and others have left behind the stationary 
equilibria of saving, investment and employment to lead us into a 
turbulent new world of growing economies.' 

In this new world a first casualty of the older Keynesian system is 
the wage unit. Measurement is now undertaken in terms of real output. 
Next, a new dimension is added to the aggregate supply function; pro- 
ductive capacity increases over time—that is, the zero elasticity portion 
of the curve of aggregate supply moves to the right as the economy 
grows. With these and other changes which will become apparent in the 
course of this article, it is possible to make secure certain gains of the 
first phase of the revolution and to afford new insights into the long-run 
determinants of employment. In furtherance of this latter objective, 
we shall offer new sets of schedules or curves of aggregate growth which 
may in some measure expose and clarify fundamental relationships of 
growing economies in the manner that our older schedules of aggregate 
flows of investment and saving revealed essential relationships of econ- 


* The author is assistant professor of economics at the University of Illinois. He is indebted 
to Professors Evsey D. Domar and Fritz Machlup of The Johns Hopkins University for dis- 
cussion of some of the concepts of this article when it was still in a formative stage. He has 
profited as well from helpful criticisms of a later draft by William M. Capron of the RAND 
Corporation and Professor C. Addison Hickman of the University of Illinois. 

' Pertinent works by R. F. Harrod include: “An Essay in Dynamic Theory,” Econ. Jour., 

Jol. XLIX (Mar., 1939), and Towards a Dynamic Economics (London, 1948). Evsey D. 
Domar’s works on growth include: “Capital Expansion, Rate of Growth, and Employment,” 
Econometrica, Vol. 14, no. 2 (Apr., 1946), pp. 137-47; “Expansion and Employment,” Am. 
Econ. Rev., Vol. XXXVII, No. 1 (Mar., 1947), pp. 34-55; and “The Problem of Capital Ac- 
cumulation,” Am. Econ. Rev., Vol. XXXVIII, no. 5 (Sept., 1948), pp. 777-94. J. R. Hicks has 
made Harrod’s concepts an important foundation of his A Contribution to the Theory of the 
Trade Cycle (Oxford, 1950). These names, of course, while they represent early or prominent 
arrivals, far from exhaust the growing group of explorers in this field. 
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omies in stationary equilibrium. Development of these new curves of 
growth will, however, involve us in consideration (and perhaps some 
reconsideration) of the traditional functions of saving and investment 
upon which certain of the new curves will be found to depend. 

We shall take as a starting point, and as a framework for much of 
this analysis, the intriguing algebraic models of Professor Domar on the 
relationship between rates of growth and levels of employment. Pro- 
fessor Domar has devoted much of his work to an examination of the 
rate of growth necessary for the maintenance of full employment. I 
shall, after presenting the Domar tools, essay to apply those tools and 
some others to a further demonstration of the underemployment impli- 
cations of rates of growth less than the full-employment rate. 


II.—Domar and the Full Employment Equilibrium Rate of Growth 


Domar defines o as the ratio of the change in productive capacity 
which takes place in an economy in any period to the change in capital 
stock (investment) which occurs during the same period.? He uses the 
symbol a for the proportion of income saved (invested). Thus, denoting 
investment by J, income by Y, and productive capacity by P, 


ol = AP, (1) 
I = alY, (2) 


and 
AP = acY. (3) 


Now if the maintenance of equilibrium requires either that excess 
capacity remain at zero (full employment: Y =P) or that the amount 
of excess capacity does not change (Y = P—constant), the equilibrium 
growth in income must equal the growth in productive capacity. 
Operating under the assumption, for purposes of simplification, that 
equilibrium involves full employment (Y =P), Domar finds that to 
maintain equilibrium, income (Y) must grow by the amount acY in 
every period. Quoting Domar directly: 

ag is the equilibrium rate of growth. So long as it remains constant, 

the maintenance of full employment requires investment to grow at 

a constant compound-interest rate.® 


2 “Expansion and Employment,” o#. cit., p. 40. The wording of this definition, it should be 
noted, is such that ¢ may well be a function of other variables than investment. In particular, 
increases in population which involved increases in the supply of labor would raise the value of @, 

* “Capital Expansion, Rate of Growth, and Employment,” op. cit. p. 141. Cf. “The Problem 
of Capital Accumulation,” 0). cit., p. 781. The constancy of ae will depend, of course, on the con- 
stancy of a, the proportion of income saved, and of o, the productivity of investment, or on 
mutually counterbalancing changes in these variables. We shall abandon Domar’s assumption 
that a is constant, in the course of our analysis. We shall, however, retain the assumption of a 
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If @ remains constant as income changes, it must represent both the 
average and marginal propensities to save. For since 
I= aY (2) 
differentiation reveals that 
= =a (2a) 
dY 


However, according to the multiplier theorem, the change in income 
equals the change in investment divided by the marginal propensity 
to save. Thus, 


AT 
(4) 


and, dividing by (2) above, 


(6) 

In words, the proportionate rate of growth of income equals the pro- 

portionate rate of growth of investment. In order to maintain an equi- 

librium rate of growth of incom. che economy must also, if a is constant, 

maintain the same rate of growth of investment. Under the assumption 

of Domar’s model that equilibrium involves full employment, therefore, 
ag is the equilibrium rate of growth of investment. 


Rates of Growth 


We must at this point modify Domar’s formulation by declaring ex- 
plicitly that ag can be considered the equilibrium rate of growth only as 
long as full employment is considered a condition of equilibrium. In 
this connection, it must be pointed out that a wide range of economists 
have denied that full employment is an equilibrium condition. Marx 
argued that capitalism could not exist without a “reserve army of the 
unemployed.” Keynes is perhaps most famed for his theory of under- 


constant value of ¢. It may be noted that among elements contributing to stability in the value 
of o would be a constant rate of growth of the supply of labor. The maintenance of a constant 
value of o in the face of irregular variations in the supply of labor would require counter- 
balancing changes in other determinants of « such as technology and the marginal productivity 
of capital. 
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employment equilibrium. And most contemporary economists, one 
would suspect, feel that relatively “full” employment can be ap- 
proximated in a private capitalistic economy only in exceedingly un- 
stable periods of boom which would not be thought of as conditions of 
“equilibrium.” 

Developing further the underemployment element of the Domar sys- 
tem, we may state that if equilibrium involves a constant proportion of 
idle capacity, equilibrium demands that 


Y = 6P, (7) 
where @ is the “coefficient of utilization’’ or the per cent of productive 
capacity which is utilized. 

Then, if we start from a position of equilibrium such that 


Yo = OPo, (7a) 
maintenance of equilibrium requires that 

AY = 0AP (8) 
or 

(8a) 

6 

But 

AP = acy. (3) 
Hence, substituting (3) in (8a), and rearranging terms, 

= = aod. (9) 

Y 


The equilibrium rate of growth, if equilibrium involves less than full 
employment, is thus a¢6, where @ is the proportion of productive ca- 
pacity utilized at equilibrium. 

It is interesting to present these relationships in terms of Harrod’s 
system of “dynamic economics” which considers expressly a concept of 
underemployment equilibrium in economies with rising levels of output. 
Harrod’s G, or “warranted rate of growth” is “that over-all rate of 
advance which, if executed, will leave entrepreneurs in a state of mind 
in which they are prepared to carry on a similar advance.’’* Further, 
Harrod adds, G,, “in Keynesian fashion contemplates the possibility of 
growing ‘involuntary’ unemployment.” Now, in Harrod’s system a con- 
dition of equilibrium obtains when the actual rate of growth (G) equals 
G,. Since to maintain full employment, on Domar’s terms, the rate of 
growth must equal ag, a requirement for full-employment equilibrium 


* Towards a Dynamic Economics, p. 82. 
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for Harrod must be that G G,=ac. If a certain proportion of unem- 
ployment (slack resources) is the condition for putting ‘‘entrepreneurs 
in a state of mind in which they are prepared to carry on a similar 
advance,” then G, must equal aa@, where @ is again the utilized propor- 
tion of productive capacity, i.e., 


G = Gy = (10) 


This extension and application of Domar’s concepts to Harrod’s 
system reveals, then, that where the equilibrium level of employment 
is a constant proportion of full employment, the equilibrium or ‘‘war- 
ranted” rate of growth decreases as this ratio of the equilibrium level 
of employment to the level of full employment decreases. The main- 
tenance of full employment equilibrium demands a higher rate of growth 
than the maintenance of underemployment equilibrium. 

While Domar’s mathematical demonstration of the outcome of any 
constant rate of growth, r, should be convincing to those who prefer 
such rigorous reasoning,® arithmetic exploration may make the matter 
clearer to the general reader. Assume, therefore, that a=0.1, ¢=0.4, 
and r=0.03. Then, @=0.75; equilibrium will be approached with only 
75 per cent of productive capacity utilized. Roughly speaking (assuming 
that the proportion of existent human resources utilized is equal to the 
proportion of capital resources utilized),® we may say that 25 per cent 

5 See, particularly, “Capital Expansion, Rate of Growth, and Employment,” op. cit., pp. 
140-44. The essence of this may be reproduced as follows: 

“Since 
I = Lee", (11) 
capital [K], being the sum of all net investment, equals 


K=Kothf = 1). (12) 


As ¢t becomes large, K will approach the expression (J o/r)e"t, so that capital will also grow at a 
rate approaching r. As Y =(1/a)Ie*, the ratio of income to capital is 
1 
a wal 


Ko+— (et 1) 


Y r 
im —=—. 
K 


Then, substituting K = P/e into (14), above, we obtain 


(15) 


§ The relative magnitudes of unemployment of capital and of labor resulting from redundant 
capacity is, of course, actually, a function of price, wage and interest flexibilities, capital and 
labor mobilities and various other institutional factors. However, it seems reasonable to assume 
a fairly high correlation between the utilization of capital and labor. 


and 
(14) 
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of the labor force will be unemployed. The reader may demonstrate for 
himself, with self-constructed period analysis based on the assumed 
parameters, that this will be so whether the economy starts from a posi- 
tion of full employment, 25 per cent unemployment, or more than 25 
per cent unemployment. However, it is important to keep in mind that 
the actual rate of growth, r, is assumed to be constant. 

When we allow r to vary and, further, to become largely a function 
of the proportion of productive capacity which is utilized, we move from 
Domar’s system to Harrod’s system, from Domar’s r to Harrod’s actual 
rate of growth, G. We then get results frequently much different from 
the convergence to a given coefficient of utilization suggested by Domar. 

Domar, in effect, has shown the relationship between what Harrod 
might designate as the maintenance of various possible “warranted” or 
equilibrium rates of growth, the productivity of investment and the 
employment ratio (the ratio of actual to “full” employment). He has not 
considered the effects of departures of the actual rate of growth from 
the equilibrium rate of growth. Domar’s system thus enables us to 
present underemployment (or full employment) equilibrium. Harrod 
emphasizes this equilibrium’s essential instability—an instability which 
leads to the underemployment disequilibria which form a major element 
of the system of Hicks. 


IV.—Underem ployment “Equilibrium” or Disequilibrium 

Many economists objected strenuously to Keynes’ concept of under- 
employment equilibrium. Would-be objectors to the theoretical concept 
of underemployment equilibrium rates of growth considered in this 
article may, however, find little tangible to attack. For our “equi- 
librium” is a formal mathematical condition defined merely as stability 
over time of the variables which enter our system. In most of this 
analysis we do not consider the requirements which such stability 
must impose upon variables outside of our system such as wages, inter- 
est rates, price levels and expectations. Thus, when we indicate that a 
certain constant rate of growth of income, if maintained, must involve a 
certain constant proportion of unemployment, we are reasoning in a 
quite formal manner and do not consider what factors would have to be 
operative for such a constant rate of growth actually to be maintained. 
In this respect we are, after all, conforming to the usual theoretical 
exercises with saving and investment schedules, in which we assert 
that if a certain investment schedule is operative, a certain equilibrium 
level of income must follow. We abstract here from the underlying 
determinants of the actual and “equilibrium” rates of growth of income 
as we abstract, temporarily, in the saving and investment schedule 
analysis, from the problem of the underlying determinants of the saving 
and investment schedules. 


- 
~ 
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As Harrod points out, however, the “equilibrium” of growing econ- 
omies is essentially unstable. If the actual rate of growth exceeds the 
“warranted” or equilibrium rate of growth, a shortage of capital goods 
(raw materials, finished products, machinery, etc.) develops; new orders 
and increases in output to make up this shortage accelerate the growth 
of income. Conversely, if the actual rate of growth falls short of the 
warranted rate, a relative surplus of goods must manifest itself; en- 
trepreneurs, in an effort to work off this surplus, cut orders and output. 
The rate of growth, already too low, declines and, indeed, becomes 
negative. 

Readers familiar with Harrod’s model may ask now what an equi- 
librium condition involving underemployment signifies for C,, the 
equilibrium value of C (which is the ratio of aggregate ex post investment 
to changes in income, 7/AY). Before answering this question it is well 
to point out that C, does not actually have any particular subjective 
meaning to the individual entrepreneur. Rather it is merely the self- 
consistent value of C. Thus, C, is that value of C for a given period which 
will lead entrepreneurs to undertake actions which will, in the aggregate, 
give rise to the same value of C in the ensuing period. Other things, 
including s, the proportion of income saved, remaining equal, this con- 
stant value (C,) of C will then involve a constant value (G,.) for G, 
the rate of growth of income. A value of C in excess of C, means, how- 
ever, that entrepreneurs on balance find more investment has taken 
place (more inventories have accumulated, more machinery has been 
constructed, etc.) than the actual growth in aggregate demand (in- 
come) warrants. Hence orders and output are reduced. 

Our concept of underemployment equilibrium includes, in effect, a 
greater value for C, than would be the case if the equilibrium condition 
involved full employment. When we suggest that a rate of growth in- 
volving underemployment can be self-perpetuating, we are suggesting 
as well, therefore, that the accumulation of capital at a rate which, 
because of its relation to the rate of growth, involves the creation of a 
constant proportion of excess capacity, will lead entrepreneurs to ac- 
tions which, in the aggregate, continue this rate of growth. 

Understanding of these relationships may be enhanced by the re- 
flection that this increase in the value of C, and decrease in the value of 
G,, from the values which could be compatible with full employment are 
not what present the system with underemployment. A high, full- 
employment value for G, would, as Harrod points out, merely make 
more difficult the maintenance of full employment by setting a require- 
ment for G (which would have to equal or exceed G,.) which would be 
more difficult to fulfill. The consequence, in Harrod’s model, would be 
chronic periods of underemployment disequilibrium. During these 
periods, because the actual rate of growth, G, would be less than the 
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warranted or equilibrium rate of growth, G,, and consequently, C 
would have to exceed C,, unwanted or excess capital would accumulate 
and cause the levels of production and income to drop precipitously. It 
would then only be in periods of mass unemployment, with an abun- 
dance of slack resources, that it would be possible for the economy to 
grow at such a rate that G would be in excess of G,., with C consequently 
less than C,, and the downward pressures could be briefly dispelled. 

The lowering of G, and the raising of C, from their full employment 
values, in this system, reduce the danger of chronic underemployment 
disequilibrium and substitute the possibility of an (unstable) equi- 
librium growth, involving underemployment. The admitted instability 
of this equilibrium invites consideration of restraining mechanisms 
which must be added to our model to prevent its “‘exploding”’ to infinite 
heights or impossible depths at the first departure from the line of 
stable growth. Restraining mechanisms, such as capacity “ceilings” in 
booms and real limits to the rate of disinvestment in periods of decline, 
prove quite useful in developing “Hicksian” models of the business 
cycle within the framework of growing economies. The present writer 
has worked extensively with those models and the failure to consider 
them in this paper implies no unfavorable judgment as to their sig- 
nificance. 


V.—Growth Curves: A Diagrammatic Presentation of 
Underemployment Equilibrium 

The Keynesian revolution may, perhaps, make secure its conquest 
of the new world of growth by recourse to diagrammatic presentation of 
the sort that was so significant in its earlier triumphs. For in a fashion 
strikingly analogous to creation of the familiar “saving-investment”’ 
curves of current textbooks it is possible to devise curves connecting 
rates of growth and the relative level of employment. 

In the following pages we shall demonstrate growth curves appropri- 
ate for various saving functions. The relationship between saving and 
growth and employment thus revealed will suggest interesting hy- 
potheses as to the hitherto frequently baffling nature of the aggregate 
saving function. 

Figure 1 illustrates this relationship when all of Domar’s simplifying 
assumptions, including the assumption that saving is a constant propor- 
tion of income, are accepted. On the horizontal axis, instead of income or 
employment, as in the traditional Keynesian analysis, we plot (in 
percentage figures) Y/P, the ratio of output to productive capacity. 
“Full employment” is indicated by output equal to productive ca- 
pacity, or the abscissa, ¥/P, equal to 100%. We shall boldly refer to 
the value Y/P as the “employment ratio,” thereby assuming that the 
proportion of labor which is unemployed is always equal to the pro- 


‘ eft 
t 
4 
| 
— 


UNDEREMPLOYMENT EQUILIBRIUM RATE OF GROWTH 51 


portions of other resources which are idle.’ On the vertical axis we plot, 
instead of saving and investment, percentage rate of growth of pro- 
ductive capacity (which is a function of real saving and the productivity 
of investment) and percentage rate of growth of income (which is a 
function of the rate of growth of investment; in Figure 1 the percentage 
rates of growth of income and investment are equal because investment 
has been assumed to be a fixed proportion of income, that is, J =aY). 
We may refer to the percentage rate of growth of productive capacity 
per unit of time as (dP/dt)/P or as (dP/P)/dt. Similarly, we may refer 
to the percentage rates of growth of income and investment, per unit of 
time as, respectively, (dY/Y)/dt and (dI/1)/dt. But inasmuch as the time 
dimension, implicitly thought of as a year, will in any event be the 
same for the various magnitudes, and since time symbols are conven- 
tionally omitted in referring to “stationary” variables such as income 
and investment, we shall omit the “d?#”’ from our rate of growth sym- 
bols. The percentage rates of growth of productive capacity, income 
and investment per unit of time are thus denoted in Figure 1, and in 
the rest of this paper, as respectively dP/P, dY/Y, and dJ/I. 

Now, since a is defined as the change in productive capacity accom- 
panying each unit of investment,® 

dP Ia (16) 
P P 

where J is the volume of investment. 

However, 


(2b) 


Hence, 


(17) 


In common sense terms, the growth of productive capacity depends 
(at least in part) upon investment, which equals saving. But saving, in 
turn, is a positive function of income. Thus with any given level of 
productive capacity, the rate of growth of productive capacity will vary 
directly with income, that is, with the proportion of productive capacity 
which is utilized. 


7 See footnote 6. 


* In order for o to have enough stability to be meaningful it must be associated with a unit 
of intended or desired investment which entrepreneurs find useful in the productive process. It 
cannot refer to the unwanted inventories or other excess investment which help confirm the 
Keynesian saving-investment identity. Thus, though not necessarily rejecting this identity, 
we must restrict the application of this analysis to “equilibrium” conditions, in which invest- 
ment will be so constituted as to have a meaningfulfand reasonably consistent relation to 
productivity. 
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It is therefore possible to construct a family of dP/P curves (rate of 
growth of productive capacity curves) which slope upward from left to 
right. The magnitude of slope of these curves depends upon the values 
of a and a. In Figure 1, curves are shown for each of the values of ac 
from —0.02 to 0.06. Then, on the same graph we may let a horizontal 
line indicate the rate of growth of income (dY/Y). The equilibrium 
ratio of income to productive capacity (or “employment ratio”’) is now 
indicated by the intersection of the growth of income curve with the 
appropriate growth of productive capacity curve. For example, if 
a=0.2 and ¢=0.2, the appropriate dP/P curve is the one designated 
“ag =0.04.” Then, if income were to grow at a three per cent rate (an- 
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nually—an assumption which would approximate historical data and 
which consequently will be applied for illustrative purposes also in 
Figures 2, 3, and 5), the equilibrium Y/P ratio would be 75%, the 
abcissa of the intersection of the curves, dY/Y=3% and dP/P 
=ao(V/P), where ac =0.04. 

In the traditional “‘saving-investment”’ analysis, either raising the in- 
vestment curve or lowering the saving curve would raise the equilibrium 
Jevel of employment. In our diagram, either raising the ‘“‘growth of in- 
come curve’’ or lowering the “growth of productive capacity curve” 
will raise the equilibrium ratio of employment. To extend the analogy 
further, in our diagram, lowering a, the average propensity to save, will 
lower the dP/P curve (rotating it clockwise, with the origin as a ful- 
crum) and thus raise the employment ratio. And increasing d//J, the 
rate of growth of investment, will raise the dY/Y curve, via the mul- 
tiplier effect, thus raising the employment ratio. 

In Figure 2 we drop the assumption that investment is a constant 
proportion of income but we retain a constant marginal propensity to 
save. As a further modification, we replace the traditional saving func- 
tion, 


S=aY —6b (18) 


by a function in which our second parameter makes saving depend, in 
part, upon productive capacity, i.e., 


S = aY — BP. (19) 


This new function, we may suggest, may solve some of the persistent 
difficulties encountered in attempts to derive a long-run saving function 
from time series data.® It also points to a negative partial correlation 


* It may be noted that if we accept the traditional saving function, 
S=aY (18) 
then 


(20) 


Thus in a growing economy, with P rising, at any given employment ratio (Y/P) the value 
of dP/P will be increasing. However, this is merely a corollary of the fact that in a growing 
economy, with Y rising while 6 remains constant, saving would be a rising proportion of in- 
come, approaching the proportion a. The saving function actually used in Figure 2, on the 
other hand, is based on the hypothesis that there is no long-run change in the proportion of 
income saved. 


S 
a 
= — . (18a) 
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dP Ia 
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Ficure 2. INVESTMENT A FUNCTION OF INCOME AND Propuctive CAPACITY; 
I = aY — pP 


between productive capacity and investment, which would appear to 
conform to both statistical data (low levels of investment during periods 
of unemployment), and economic theory.’? 

The “growth of productive capacity (dP/P) curves” of Figure 2 may 
be derived quickly. Since S=/, 


I = a¥ — BP. (19a) 


1© Since investment is frequently designed to increase productive capacity, as productive 
capacity increases, with income remaining constant, the demand for investment goods and 
the amount of investment may be expected to drop. 
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(16) 


a P (2 


Thus, as in Figure 1, the dP/P curves are positively sloped straight 
lines. For any given values of a, 8 and a, the rate of growth of pro- 
ductive capacity varies directly with the employment ratio. However, 
in Figure 2 extremely high rates of unemployment (low employment 
ratios) are associated with absolute declines in productive capacity. And 
in Figure 2, the dP/P curves, in order to attain a moderate positive 
value at a high (but not 100%) employment ratio, must be more sharp- 
ly sloped than the dP/P curves of Figure 1, which begin from the origin. 

This last characteristic of our curves assumes considerable interest 
when translated into ordinary language. So expressed, it states: our 
saving and productivity of investment functions may be such that the 
maintenance of full employment demands a high rate of growth; a 
stationary economy can exist, with dP/P curves such as those il- 
lustrated, but only with large proportions of unemployment. 

Figure 3 introduces a savings function which adds realism and also 
sharpens the suggestive relationships which we have just been consider- 
ing. Now saving (investment) is made a function of both income and 
the employment ratio (Y/P). This may be explained, at least in part, 
by the dis-saving necessary to care for the unemployed. As income in- 
creases, there is a rise in the volume of saving as well as in the living 
standards of those who are earning. However, where productive ca- 
pacity (P) grows faster than income (Y), thus reducing the value of 
Y/P, unemployment rises and a greater proportion of income is used 
in providing for consumption of the unemployed. We may also point 
out that this function, suggesting relatively high levels of investment in 
periods of full employment, squares well with statistical data on cyclical 
fluctuations of income and investment. 

The specific function exhibited in Figure 3 (though not statistically 
derived) expresses in a reasonably simple fashion the general relation- 
ships just cited. Thus: 


and hence 


(22) 


(22a) 
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Ficure 3. INVESTMENT A FUNCTION OF INCOME, PRopUCTIVE CAPACITY AND THE 
EMPLOYMENT RATIO; 


dP 
Examination of Figure 3 reveals that as full employment is ap- 
proached, the employment ratio becomes less and less responsive to 


increases in the rate of growth of income. Put another way, it appears 
possible that the investment and productivity functions are such that 
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it is impossible to secure full-employment equilibrium without rates of 
growth which, on the basis of past performance, our economy cannot be 
expected to maintain. 

The attainment and maintenance of full-employment equilibrium in 
growing economies is then the problem of raising the rate of growth of 
income and/or reducing the rate of growth of productive capacity at 
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Ficure 4. ATTAINING FULL EMPLOYMENT BY RAIsING RATE OF GROWTH OF INCOME CURVE; 
> 
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levels of full employment. These complementary approaches are ex- 
hibited diagrammatically in Figure 4 and in Figure 5. In Figure 4, raising 
the income growth curve from 3% to 6% brings a movement of the 
equilibtium empioyment ratio, as indicated by the intersection of the 
curves for growth of productive capacity and of income, from just over 
80% to 100%, or full employment. In Figure 5, a similar movement to 
full employment is accomplished by lowering the value of a from 0.3 
to 0.2, thus moving to the right and lowering the growth of productive 
capacity curve sufficiently to make it intersect the income growth curve 
at a 100% employment ratio. 
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Ficure 5. ATTaAintnG FuLL EMpLoyMENT BY REDUCING SAVING, THUS LOWERING RATE 
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dP 
- 
The diagrams presented in this section, as well as the general con- 
cepts of this article which they portray, have weaknesses similar to 
those of the aggregative, “Keynesian” diagrams and concepts of sta- 
tionary economies. Specifically, these diagrams and concepts abstract 
from the micro-economic functions and relations from which, ulti- 
mately, they must derive their content. In addition, it should be 
pointed out that these diagrams and concepts, in their present develop- 
ment, have not been applied to the essential process of transition from 
one equilibrium to another. However, they may be of some value both 
in assisting the forward march of the advance guard of “revolutioniz- 
ing” economic theorists and in helping to consolidate for the rest of the 
profession some of the newly won ground. In substance, they may 
facilitate analysis of the modern capitalistic economic system without 
abstracting out the element of growth which has seemed to so many— 


private profit enthusiasts as well as the system’s critics—to be of its 
essence. 
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A GENERAL THEORY OF THE SYSTEM OF 
MULTILATERAL TRADE 


By Kart-Er1k HANssON* 


In the field of international trade many theoretical discussions have 
been held in general terms without too much concern about what the 
world actually looked like. On the other hand, numerous statistical 
studies, with an outstanding exception to be noted here, have usually 
been limited to the problems of one or a few countries or particular 
commodities. In the present paper I shall try to strike a middle road 
between these two extremes. The approach may be said to build further 
on the empirical results found by Folke Hilgerdt with regard to the 
network of world trade’ and theoretical discussions, as expounded 
chiefly by Bertil Ohlin,? based on the distribution of factors of produc- 
tion and the principle of comparative costs. 

To refresh our memories I should like to draw attention to the now 
rather well-known chart of the network of world trade. In this diagram 
the year considered is 1928 since this is one of the last “normal” years 
before the system was disturbed. 

The arrows in the chart indicate the direction of balances of mer- 
chandise trade, in millions of dollars, between the groups in the system 
by pointing from net exporting to net importing groups. The balances 
have been calculated on the basis of f.o.b. values, because freight and 
other charges included in recorded c.i.f. or frontier values of imports 
frequently are paid to other than the exporting countries. The Tropics 
include central Africa, the tropical agricultural and the mineral produc- 
ing countries of Latin America, and tropical Asia. The Great Plains, or 
countries of recent settlement in the temperate belt, briefly comprise 
Canada, Argentina, Paraguay, Uruguay, South Africa, Australia and 
New Zealand. Non-continental Europe consists mainly of the United 


* While the writer is on the staff of the United Nations Secretariat, the views expressed 
in this paper are his personal views. The paper was presented at a joint meeting of the 
American Economic Association and the Econometric Society in Chicago, Illinois, on 
December 28, 1950. 

*The Network of World Trade (League of Nations, 1942); and “The Case for Multi- 
lateral Trade,” Am. Econ. Rev., Vol. XXXTIT, No. 1, Pt. 2, Suppl. (March, 1943), pp. 393- 
407. 

2 Interregional and International Trade (Cambridge, Mass., 1933), and in more simplified 
direct form in Utrikeshandel och Handelspolitik, 4th ed. (Stockholm, 1949). 
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Kingdom. Germany, which is here included in continental Europe, may 
be shown separately and would then enter between the Great Plains 
and the rest of Europe. Thus in 1928 the countries included in the 
multilateral trade system accounted for nine-tenths of the world’s 
trade. The remaining share fell on the other areas, notably China, 
Japan, USSR, North Africa and the Middle East, which did not fit 
well into the simple trade pattern. 


CONTINENTAL 
EUROPE 


EUROPE 


Cuart 1.—Tue System or MULTILATERAL TRADE, AS REFLECTED BY THE ORIENTATION OF 
BALANCES OF MERCHANDISE TRADE IN 1928 
Source: The Network of World Trade, Table 44, p. 77. 


The trade pattern was found empirically. It was discovered that the 
countries in the system could be arranged in the order of the direction 
of their balances of trade, so that each country had an import balance 
from practically all countries that preceded it in the list and an export 
balance to practically all countries that succeeded it. The countries 
have been grouped into a limited number of categories to give a syn- 
optical view of the network. 

This system was not a haphazard, unstable pattern shifting in form 
from year to year. The great significance lies in the stability of the 
system. This structure of world trade was built on a solid foundation, 
some major principles of which will now be dealt with in a theoretical 
approach. 
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HANSSON: THE SYSTEM OF MULTILATERAL TRADE 


A General Theory 


International trade takes place in response to the unequal distribu- 
tion of the factors of production. 

The simple case of three countries, A, B and C, which have an un- 
equal relative supply of the three main factors of production, labour, 
land and capital, demonstrates the fundamental basis of a trade system. 
To begin with, we will consider only merchandise trade. We disregard 
here further refinement in the definition of factors of production and 
we also leave for the moment modifications due to variations or move- 
ments of the production factors themselves and the effects thereof, as 
well as the friction caused by transport costs and artificial barriers. 
These various elements will gradually be taken into consideration in a 
realistic interpretation of the multilateral system found empirically. 
The simple theoretical case, however, contains principles which are not 
materially altered by these modifications. 


CASE 1. 
Relative Supply A B ¢ 
ample labour land capital 
moderate land capital labour 
scarce capital labour land 


Each country will produce and export commodities embodying 
chiefly the factor of production in ample supply there. The three coun- 
tries choose their imports simultaneously. The greatest return or con- 
sumption satisfaction will be obtained from an imported commodity 
containing mainly the factor of production in the most scarce supply 
in the importing country. Therefore A will tend to import capital- 
intensive goods from C (such as textiles), B labour-intensive commodi- 
ties from A (such as coffee, sugar, rubber) and C land-intensive mer- 
chandise from B (such as grains and wool). Basically the simultaneous 
free choice makes it possible for A to have an import surplus from 
C, B from A and C from B and for A to have an export surplus to B, 
B to C and C to A. Thus the fundamental multilateral trade triangle is 
closed and the placing of one country in relation to the others in the 
system is given. 

Later on, in connection with a schematical illustration of the de- 
velopment and disruption of the actual system, the case will be con- 
sidered where each group does not possess an ample relative supply of 
a different factor of production and also at the same time a scarce rela- 
tive supply of a different factor of production, for instance, when capi- 
tal is the most scarce factor in both A and B and when capital is the 
most ample factor in both B and C. 
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The Country Groups in the Actual System 


The countries participating in the actual multilateral system de- 
scribed before can be identified with the three types just mentioned, 
especially for the period before World War I. Thus the countries of the 
Tropics, with their ample labour and scarce capital supply, belong to 
type A; the Great Plains, including the United States, with ample land 
and scarce labour supply, belong to type B; and Europe, especially the 
United Kingdom, with ample capital and scarce land supply, belong 
to Type C. 

The three corner groups may be broken into six. In terms of the 
simple theory, continental Europe appears to come before the United 
Kingdom in the system, and thus closer to the Great Plains, because of 
the greater relative supply of land. In fact, the total net imports of the 
United Kingdom from continental Europe, excluding Germany, and 
her net imports of foodstuffs from that area in 1928 were almost identi- 
cal in magnitude. These foodstuffs from continental Europe, consist- 
ing of dairy products and other processed articles, were more labour- 
intensive, however, than those from the Great Plains, where labour is 
more scarce than in continental Europe. Germany could produce sub- 
stantially the same goods as the rest of continental Europe, but, in 
addition, she had the advantage of a wide home market and large-scale 
industrial production geared to the needs of Europe. Germany there- 
fore appeared before the rest of continental Europe in the trade system 
due to a large export surplus of manufactured articles going to that 
area. For similar reasons the United States took the place in front of 
the rest of the Great Plains, at least from the 1890's. 

The supply of production factors may be measured in terms of the 
total population and area in each country, and the use of machinery, as 
done by Wagemann,* or some other measurement of capital. We need 
not go into a discussion of such figures here or desirable refinements in 
quantitative presentation. Even such crude figures, when analysed 
simultaneously, confirm the grouping of countries by revealing quite 
distinct differences between the countries or groups of countries shown 
in the system. To take an example, the supply of capital, as measured 
by Wagemann, was roughly the same per capita in the Great Plains 
(weighted average) and Germany, but in the Great Plains that capital 
had to be spread over much larger land. From such considerations, it 
may be tempting to lead into speculation about the natural type of 
production, exchange of goods, standard of living, etc. 


*E. Wagemann, Struktur und Rhytmus der Weltwirtschaft (Berlin, 1931), pp. 406-409, 
gives figures for machinery per capita and per square kilometre in various countries. 
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The theory based on the relative supply of factors of production 
leads to an explanation of the natural grouping of countries, into three 
and six corners, and of the pulling force in the system. A country with 
a certain factor supply combination may be placed in relation not only 

_ to one other country but to practically the whole world in a system. 
In fact, it is surprising that no attempt was made, on the basis of 
Ohlin’s factor supply theory, to postulate the pattern of world trade 
before it was discovered empirically. The theory also leads to the con- 
clusion that the major merchandise balances tend to follow the “rim” 
of the circular system. The natural markets and sources of supply are 
located along this rim. Direct cross-trade going counter to the natural 
direction of balances tends to be dependent on the force of the produc- 
tion factor in moderate supply. On the demand side this factor com- 
petes with the most scarce factor and on the export side it competes 
with the ample relative supply of that factor elsewhere. It follows that 
commodities embodying chiefly the factor in moderate supply in the 
country tend to be marginal on both the supply side and the demand 
side; that is to say, the imports of such articles can be dispensed with 
rather easily or be replaced by domestic production, and the exports oi 
such merchandise can be increased only at relatively high cost. The 
greatest possibility of adjustment to reach equilibrium thus appears 
to lie within this range of commodities for each country. If three coun- 
tries have a moderate supply of a different factor of production, such 
adjustment may be quite easy in multilateral trade. 

The simple case comes closer to reality when we also consider the 
influence of the climate and the supply of mineral resources and other 
factors on the size of balances between the three basic types of coun- 
tries. The existence of a tropical climate in A (the Tropics) and A alone 
and the need in B (the United States and the Great Plains) and C 
(Europe) for foodstuffs and raw materials requiring tropical climate 
for their production, tend to increase A’s export balance to B and to 
reduce its otherwise natural import balance with C. Similarly, the de- 
mand for and the world distribution of mineral resources affect the 
net balances between the three groups in such a way that they tend to 
increase the export balance from A to B, and particularly from B to C, 
and to reduce the “natural” import balance of A from C (except for 
coal). “Invisible” items in the balance of payments and transport costs 
and other factors also affect the size of balances and the possibility of 
matching an export balance in one direction with an import balance in 
another. I will deal with them briefly after a schematical illustration of 
the development of the multilateral trade system in terms of the gen- 
eral theory. 
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Development Theory 


The basic pulling force of the system is modified slowly by the fact 
that the production factors themselves can be moved or changed, to a 
certain extent. Service payments and the friction caused by transport 
costs and artificial barriers also play their part. The rise, working and 
disintegration of the system may thus be sketched in terms of shifts in 
the relative supply of the factors of production and these other ele- 
ments. The same groups of countries as before are considered. It is 
realized that different rates of change may apply to different coun- 
tries in the same group. 

Capital and labour supply may be altered through international mi- 
gration and domestic savings and population changes. Land cannot be 
moved, but the economic reach of land may be affected. These facts 
have had an important bearing on the development of the system and 
the present situation. 

Capital was early invested by the United Kingdom in the Tropics 
and on the European continent. The land factor had not yet been 
brought into play in the Great Plains. At this time, before the 1870's, 
the structure of the relative supply of the three major factors of pro- 
duction appears to have been similar in continental Europe to that 
shown for A in the simple case: 

Case 2. 
Relative Supply Tropics Continental Europe United Kingdom 


ample labour labour capital 
moderate land land labour 
scarce capital capital land 


Then after the Civil War and the invention of steel and steamships, 
the Great Plains, including the United States, came within the eco- 
nomic reach of Europe. In the meantime continental Europe, particu- 
larly Germany and France, had succeeded in improving the relative 
supply of capital through domestic savings, while the Tropics instead 
increased their population. Thus the relative factor supply structure 
appears to have taken the following form from the early 1870's: 


Case 3. 
Relative United Great Continental United 
Supply Tropics States Plains Europe Kingdom 
ample labour land land labour capital 
moderate land labour labour capital labour 
scarce capital capital capital land land 


With the opening up of new land, such as the American Middle West, 
capital was shifted over especially to the United States. United King- 
dom investment in Europe even started to decline. The United States- 
Great Plains area and the United Kingdom became complementary in 
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factor supply. Here was an easy two-way line of exchange of capital 
and capital-intensive goods against land-intensive products without 
immediate need for triangular trade in the beginning. 

During this period, from the 1870’s to the 1890’s, continental Europe 
continued its increase in industrialization and domestic savings. France 
and Germany supplied capital also for smaller countries on the conti- 
nent. Capital became relatively more ample at least in the industrial- 
ized western countries while the population growth fell off. Primary 
production overseas depressed European agriculture, but food produc- 
tion turned to more intensive commodities, such as dairy products, for 
which an expanding market could be found in the United Kingdom. An 
increasing amount of labour also went into industries or emigrated. 
The close touch with the labour standard in the United States kept 
labour from growing into ample supply. Toward the end of the period 
the United States had gained wide development; largely due to in- 
creased domestic savings, capital appears to have grown into a rela- 
tively less scarce factor. More land also had become available in the 
Great Plains, particularly in the southern hemisphere, through inven- 
tions, such as refrigeration, and better transportation. By the 1890's, 
the relative factor supply structure therefore appears to have taken a 
new form: 

CAsE 4. 
Relative United Great Continental United 
Supply Tropics States Plains Europe Kingdom 
ample labour land land capital capital 
moderate land capital labour labour labour 
scarce capital labour capital land land 

The true system of world-wide multilateral trade now came into 
being, and thus took the shape analysed earlier in this paper. With its 
growing industrialization and scarcity of labour, United States imports 
tended to shift from capital-intensive articles from Europe to labour- 
intensive goods from the Tropics. At the same time the United States, 
as well as the Great Plains, encouraged immigration from Europe. 
The ample labour supply in the Tropics was ready to meet this active 
demand in the United States, and in addition it had the advantage of 
the climatic and mineral factors. The importance of these factors is 
seen by the fact that China and Japan, although otherwise having on 
the whole the same supply structure as the Tropics, were not able to 
enter the system successfully on the basis of their abundant labour 
supply alone. With capital now in more ample supply in the United 
States, the United Kingdom and other creditor countries in Europe 
gradually lost the incentive for investing in the Unitel States. Instead 
investments were shifted to the capital-scarce Tropics in response to 
the active demand in the United States for labour- intensive goods such 
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as rubber. A clear export surplus, which was now developed from the 
United Kingdom to the Tropics, partly reflected this capital movement. 
The net imports of the United States and the Great Plains from the 
Tropics expanded; they served to cover part of the import surplus of 
the Tropics from the United Kingdom as well as the transfer of inter- 
est and dividend payments. The United States in turn developed a 
large export surplus in trade with the Great Plains on the basis of its 
larger capital accumulation and industrial production fitting the needs 
of the Great Plains. This development also facilitated the transfer of 
European capital via the United States, particularly to Canada. Capital 
continued to be scarce in the Great Plains, which were complementary 
to Europe in supply structure. The Great Plains as well as the United 
States enjoyed a growing export surplus to Europe, particularly conti- 
nental Europe, which in turn found an expanding market in the United 
Kingdom. Germany appeared as a separate link between the Great 
Plains and the rest of Europe. Triangular and more complicated multi- 
lateral trade thus became intensive from the 1890’s in an almost ex- 
plosive fashion, after the foundation of the trade system had ripened 
during the preceding decades. 

Before we consider the disintegration of the system and the present 
situaiion, let us now have a look at the place of transport costs and 
other elements. 

Transport costs always cause friction by adding to the costs of 
goods moved. Inventions and improvements in transporation added to 
the mobility of goods and brought the land factor more fully into play. 
The development of the basic net trade triangle may have been encour- 
aged by especially large reductions in the transport friction, in the 
form of low return freight rates between certain points. This appears 
to be the case in the net exports from the Tropics to the Great Plains 
and from the latter to Europe. The otherwise natural import surplus 
of the Tropics from Europe probably was held down somewhat by the 
favourable ballast rates for Europe on returning coal boats. European 
freight earnings helped to cover the European import balance particu- 
larly from the Great Plains. Artificial trade barriers have, of course, 
limited the free interplay of the relative scarcity of factors of produc- 
tion in a way similar to transport costs. The removal of British tariffs 
on foodstuffs and the protection of United States industries appear to 
have been especially important moves in establishing a large export 
surplus from the United States-Great Plains to Europe. 

At least in its quantitative aspects, the development of the system 
was Closely tied up with the transfer of payments for “services.”’ Grow- 
ing interest and dividend payments from the Tropics and the Great 
Plains, including the United States, served to cover a substantial part of 
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the increasing import surplus of Europe from the Great Plains. Although 
for accounting purposes such payments were settled directly, the real 
transfer covering those payments took a “roundabout” way. Debtor 
countries found the natural market for their products in third coun- 
tries situated between the debtor country and the creditor country in 
the system. Interest payments from Malaya, for example, may thus be 
said to have gone through the series of export balances along the rim 
of the diagram leading to the United Kingdom. Malaya itself had an 
import balance with the United Kingdom. Some capital movements also 
tended to take such “roundabout” routes. These financial transactions 
thus were served by and tended to foster multilateral trade in the 
system. Emigrants’ remittances, tourist receipts and commission and 
insurance earnings similarly made it possible for Europe, and particu- 
larly for the United Kingdom, to develop large net imports of mer- 
chandise. Gold balances, finally, served an important purpose in cover- 
ing net obligations at certain times and thus annie the natural triangle 
work more smoothly. 


Disintegration and the Present Situation 


Major changes took place slowly during the functioning of the circu- 
lar trade system which finally led to its disintegration. The Tropics 
continued to pour the advantages of trade into an increase in popula- 
tion. Capital remained scarce, and the low income made it difficult to 
accumulate domestic savings. There were only limited opportunities 
for migration. The United States enjoyed high productivity which 
facilitated a rapid increase in domestic savings. After the closing of 
the “frontier” in the 1890’s, land became less ample while capital grew 
more abundant. The United States emerged as the major capital market 
after World War I. The Great Plains, through capital imports and ac- 
celerated domestic savings, experienced the same development as the 
United States had done before. Europe lost the advantage of a relatively 
ample capital supply and also lost capital invested overseas. Europe 
was at a disadvantage because land, the scarce factor, could not be 
moved. Migration to the United States was also curtailed during the 
1920’s. The relative factor supply structure thus seems to have changed 
into the following pattern by the end of the 1920’s: 

Case 5. 
Relative United Great Continental United 
Supply Tropics States Plains Europe Kingdom 
ample labour capital land capital capital 
moderate land land capital labour labour 
scarce capital labour labour land land 


The United States and the Tropics became complementary in supply 
structure. There developed a two-way line between the United States 
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and the Tropics with capital and capital-intensive commodities moving 
one way and labour-intensive goods the other. Triangular trade became 
less necessary. Europe was left out. Europe thus lost an important basis 
for covering the large import surplus from the United States and the 
Great Plains. The system, having been sustained by American and 
French capital during the 1920’s, came to a spectacular end, leading 
to the Great Depression, with severe consequences for merchandise 
trade, financial transactions and currency convertibility. The tradi- 
tional export surplus of the United Kingdom to the Tropics turned into 
an import surplus. There developed a tendency toward bilateral bal- 
ancing in an effort to minimize currency pressure and to establish 
two-way lines of trade in response to the new situation. The basic net 
triangle of groups A, B and C was upset and the system of multilateral 
settlement disintegrated. The situation has remained the same in prin- 
ciple ever since but has become even more acute after World War II. 

At present Europe therefore has to face a formidable problem if she 
is going to keep or raise the considerable imports from the United, 
States and the Great Plains on which her standard of living largely de- 
pends. Despite trade barriers and the fact that the United States has 
the advantages of large-scale production in most fields, just as Germany 
used to have over the rest of Europe, direct exports to the United States 
may be raised. United States imports from Europe and particularly 
from the Tropics are in fact gaining momentum now during the arma- 
ment boom. It may be possible for Europe to create an export balance 
with the Tropics. Europe would need that export surplus, coupled with 
net exports from the Tropics to the United States, to cover imports from 
the United States. Not much of the European export balance could be 
left for capital investments, which are badly needed in the Tropics. 
Roundabout transfers of interest payments to Europe have largely 
fallen out. Net tourist and freight receipts may become a source of 
greater dollar earnings. If these measures fail and the European im- 
ports are to be kept or increased, the remaining sources are loans and 
grants from the United States. The prospects for capital movements 
io Europe are dimmed, however, by the difficulty of transferring inter- 
est payments and amortizations. The Tropics are in a more favorable 
situation in that respect. A new multilateral system, resembling the old 
one, may therefore be based on United States capital movements going 
through Europe to the Tropics and other underdeveloped countries, 
provided Europe can supply the corresponding exports to these coun- 
tries in competition with American exporters. But with such a basis, the 
system may be fraught with the same elements of instability as during 
the 1920’s unless international cooperation is achieved. 
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CYCLICAL CHANGES IN THE BALANCE OF MERCHAN- 
DISE TRADE OF COUNTRIES EXPORTING 
CHIEFLY PRIMARY PRODUCTS 


By S. G, TrRiaAntis* 


I 


On the one hand it has been suggested, tacitly or explicitly, that an 
unfavourabie change in the balance of trade of countries exporting 
chiefly primary products partly accounted for the large-scale default 
on foreign debt of such countries in the early "thirties." On the other 
hand, in a study of elasticities of demand for imports of several in- 
dustrial and agricultural countries, Dr. T. C. Chang has stated: “It 
would seem that, as the quantity of total world trade is rising during 
world prosperity, the total imports into agricultural and mining 
countries will be rising faster than those into the industrial countries; 
and, that, in time of world slump and recession, the former will be fall- 


ing faster than the latter. On @ priori grounds, we would expect oppo- 
site cyclical shifts on the side of exports of different types of country. 
These two facts taken together provide a very important clue to the 
cyclical pattern of change in the balance of payments of different types 
of country in the world.”* An attempt is made in this paper to indicate 


* The author, instructor in political economy at the University of Toronto, wishes to 
thank Professor G. A. Elliott for helpful comments and suggestions. 


* Data relating to the Balkan countries, quoted in a study published by the Royal Insti- 
tute of International Affairs, show improved balances of merchandise trade (larger export 
surplus or smaller import surplus in absolute terms) in 1931 and 1932 compared to 1928 
and 1929, except for Yugoslavia, whose trade balance in 1931 and 1932 was less favourable 
than in 1929, but more favourable than in 1927, 1928 or 1930, or the average of the years 
1928-1929 or 1928-1930. (Royal Institute of International Affairs, The Balkan States I. 
Economic (London, Oxford University Press, 1936], pp. 24, 73.) However, impressed 
probably by the state of affairs in some other debtor countries, the authors conclude quite 
surprisingly: “But though the result was that in 1931 and 1932 the proportion of the 
value of exports to that of imports was higher in most cases than it had been since the 
War, the position was in reality not improved, for the absolute value of the export surplus 
was lower” (ibid., pp. 62-63, italics supplied). 

The favourable change in the merchandise trade balances more than offset the un- 
favourable turn in the Balkan balances of invisible trade. Accordingly, the factors account- 
ing for the large-scale defaults on foreign debt in the early ’thirties should be sought not in 
the changes of the Balkan trade balances but elsewhere, chiefly in the sudden reversal of 
the international flow of capital. 

*Tse Chun Chang, “International Comparison of Demand for Imports,” Rev. Econ. 
Stud., Vol. 13 (1945/6), p. 65. 

This paper was completed before the publication of Dr. Chang's book entitled Cyclical 
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why the first statement did not apply to a number of countries export- 
ing chiefly primary products; and to show that the second statement, 
being too general, neglects significant differences between ,various 
classes of agricultural and mining exports, and does not correspond with 
the experience during the great depression of several important primary 
exporting countries. An examination of the changes in the balances of 
merchandise trade of the Balkan countries in the great depression will 
serve as a basis for tracing the main factors which account for the 
changes in the same period in the balances of twenty-five other countries 
exporting chiefly primary products.* 

In 1928-1929 the trade balances of Roumania, Yugoslavia, Bul- 
garia and Greece showed an import surplus. In 1931-1932 the first three 
countries had an export surplus, and the large Greek import surplus 
had been practically halved in terms of gold.‘ It is impossible to sepa- 
rate the effects of short-run changes in prices, incomes and economic 
activity at home and abroad on the Balkan trade balances, from the 
effects of several other long-term forces and short-term factors that 
acted simultaneously in the years around 1929—for instance, the re- 
construction, refugee and development problems of the Balkans in the 
‘twenties, the substantial inflow of foreign capital in the ’twenties and 


Movements in the Balance of Payments (Cambridge, University Press, 1951). Dr. Chang 
suggests now that the trade balance of mining countries tends to improve in the boom and 
deteriorate in the depression (ibid., pp. 187-89). Concerning the agricultural countries he 
adheres to his original views (ibid., pp. 15, 22, 169-75), and the quotation in this paper is 
reproduced in page 43 of his book with the mining countries now omitted from the third 
line. Accordingly, the remarks which follow in this paper Pointing to the need to distinguish 
between various kinds of mining and, chiefly, agricultural exports, still apply. And the 
explanation, for example, of the improvement of the Australian balance of trade in the 
slump of the early ’thirties, differs from that given by Dr. Chang in Chapter X of his book. 

* Throughout the following pages reference is made to merchandise trade only. 

Unless otherwise indicated, the trade data in this paper are from League of Nations, 
International Trade Statistics. 

* Throughout this paper “1928-1929” and “1931-1932” are used to denote average values 
or volumes for the years 1928 and 1929, and 1931 and 1932, respectively. 

Until September 1931, the Balkan foreign exchange markets were largely free, and im- 
ports and exports were not, as a rule, controlled by the state. The year 1932. is less satis 
factory for our discussion since foreign exchange restrictions were adopted by Greece, Yugo- 
slavia and Bulgaria in the autumn of 1931 and Roumenia in May 1932, and Greece 
abandoned the gold exchange standard in April 1932. However, these restrictions were 
directed mainly against capital exports, and trade restrictions did not become important 
until late in 1932 or the earlier part of 1933, after clearing agreements had been concluded 
with foreign countries. In addition, foreign countries had preceded the Balkans in imposing 
trade restrictions and probably administered them more effectively than the Balkans, so 
that the system of import restrictions in 1932, taken as a whole, probably worked against 
an improvement in the Balkan trade balances. Accordingly, a comparison of trade data 
relating to the years 1928 and 1929 with data for the years 1931 and 1932 seems to be the 
best for our purpose. 


\ 4 \ 
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the reversal of this flow in the early ’thirties, the policy of agrarian 
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protectionism intensified by important Balkan customers from 1929 
onwards, and such policies as exchange depreciations and exchange 
and trade restrictions, adopted by many countries from mid-1931 on- 
wards. However, the probable relation of price and income changes 
and of the elasticities of supply and demand to the changes in imports 
and in individual export items may be suggested. This analysis should 
make obvious enough the réle of the Balkan foreign trade pattern in 
the cyclical improvement of the Balkan trade balances in the down- 
swing after 1929. 


II 


In 1928-1929, 66 to 78 per cent of the imports of the four Balkan 
countries consisted of “articles mainly manufactured,” plus grains and 
fuel in the case of Greece. Consequently, the percentage fall in the 
total imports of each country between 1928-1929 and 1931-1932 ap- 
proximated the percentage fall in the imports of those goods (see 
Table 1). 


TABLE I.—PERCENTAGE FALL IN TERMS OF NATIONAL CURRENCIES, IN THE 
Imports OF INDICATED Goons, ToTAL Imports AND TOTAL EXPORTS OF 
THE BALKANS BETWEEN 1928-1929 anv 1931-1932 


| Imports of “Articles 

| 

| mainly Manufactured,” | Total 
plus Fuel and Grains | Imports 


for Greece 


Roumania 47.3* 
Yugoslavia 46.6 
Bulgaria | 46.1 
Greece 34.0 


fall between 1929 and 1931. 
> The percentage fall between 1929 and 1931 was 47.9. 


Estimates of the fall in the prices of individual imports are not 
readily available. In any case, it appears that the influence of the fall 
in prices of imported manufactures, combined with a considerable price 
elasticity of demand for such goods, fell far short of offsetting the 
serious effects on the volume of imports of the following two factors: 
the relative rise in the price of imported manufactures compared to 
that of domestic goods (due mainly to the heavier fall in money costs 
in industrially less developed countries), and the fall in incomes com- 
bined with a substantial short-run income elasticity of demand for 
imported manufactures. The value of Greece’s grain imports decreased 
proportionately more than her imports of manufactures, This was to be 
expected in view of the heavier fall in the price of, and the lower price 


| 
Total 
Exports 
30.7 
50.4 45.3 
47.3 26.2 
35.3 | 32.9 
— 
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elasticity of demand for, grains. On the other hand, the value of Greek 
coal imports fell only 8 per cent. Factors accounting for this phenome- 
non are suggested in following pages. 

On the whole, as one might have expected, the import values of in- 
vestment goods and consumer durables and luxuries fell more than 
those of non-durable and essential manufactures. A more detailed con- 
sideration of the changes in the various categories of Balkan imports, 
although interesting, is not as necessary for our purpose as the examina- 
tion of the changes in individual exports: the percentage fall in the 
various import items ranged within fairly narrow limits compared to 
the change in exports, which, in Bulgaria for example, ranged from a 
substantial increase in the export value of eggs to a fall of 75.8 and 88.2 
per cent in the export value of essence of rose and silk cocoons, re- 
spectively. 

Ill 

The Balkan exports may be grouped into four broad classes on the 
basis of those characteristics of the export goods which largely ac- 
count for the different changes in individual exports. 

Class A. Staple foodstuffs and other commodities facing a low price 
elasticity of demand: grain, wine® and tobacco. The heavy fall in the 


exports of these goods, shown in Table II, tended to change the Balkan 
trade balances adversely: with the exception of Roumanian and Bul- 
garian grain, these exports decreased proportionately more than the 
imports of manufactures, the total imports, and the total exports of the 
respective countries.° 


*It is mostly cheap Greek wine consumed by the low-income classes of the Mediterranean 
countries, where it is a necessity. 

* Since some currencies of primary exporting countries depreciated much in terms of gold 
in the years 1931-1932 compared to 1928-1929, some a little, and some not at all, and since 
the percentage changes in exports in this paper are based on the values in terms of national 
currencies, comparison may be made between the changes in the various exports of each 
country, but, as a rule, not between the changes in exports of the same item, or total 
exports, from different countries. 

A significant rise in Roumanian and Bulgarian wheat exports between 1928-1929 and 
1931-1932 is the main factor accounting for the small fall in Roumanian, and the rise in 
Bulgarian, grain exports. Wheat was less important among Yugoslavia’s grain exports, which, 
therefore, fell more heavily. The experience of the Danubian Balkans was very different 
from that of such important wheat-exporting countries as Canada, Argentina or the United 
States. This phenomenon may be partly ascribed to the relative stickiness of transportation 
costs, which favours a shift to near-by suppliers in times of falling prices, and to the price- 
support policies of countries like the United States. The relative gain in volume of Balkan 
wheat exports may have been enhanced by the fact that the Danubian Balkans are small 
suppliers of grain compared to oversea countries; for the smaller the supplier, the larger 
is the price elasticity of substitution between its exports and similar products of its 
competitors exported to the same markets. See T. C. Chang, “A Statistical Note on World 
Demand for Exports,” Rev. Econ. and Statistics, Vol. 30 (1948), pp. 113-14, and J. J. 
Polak and T, C. Chang, “Effect of Exchange Depreciation on a Country’s Export Price 
Level,” Staff Papers (International Monetary Fund), Vol. 1 (1950), p. 53. 
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TABLE IT.—PERCENTAGE CHANGE (rise: +, fall: —) IN THE Export VALUE IN 
TeRMsS OF NATIONAL CURRENCIES OF THE MAIN BALKAN ExPorRTS 
BETWEEN 1928-1929 anv 1931-1932 


| Roumania | Yugoslavia 


Bulgaria | Greece 


Class A | 
Grain -11.9 | ‘ +52.8 
Wine 
Tobacco —58.1* 


Class B 
Cheese | —26.5 
Eggs +13.2 
Meat, game and meat extract 
Poultry 
Currants 
Raisins 
Figs 
Plums and other fruit 
Olives 
Olive oil 


Class C | 
Crude and residual petroleum, 
and gas oil +14.3 
Motor spirit | 
Refined petroleum (kerosene) —48.3 
Other mineral oils |} 


Class D 

Building timber —62.9 

Hides and skins 

Livestock | 

* Percentage fall between 1928-1929 and 1932. 

> Percentage fall between 1930 and 1931. 

© Includes poultry, which has already been listed in Class B. No separate figures are readily 
available. It may be noted, however, that the exports of a broader group of live animals, in- 
cluding poultry, decreased by 31.5 per cent only, compared to a fall of 77.8 per cent in the 
exports of oxen, cows and sheep. This discrepancy is discussed in the text. 


—49.1 


Owing mainly to the specialized nature of resources, the scarcity of 
non-farm employment opportunities and immobility of the Balkan 
peasant, his lack of capital, and the fairly long gestation period, the 
short-run elasticity of supply of the goods of this class is small.’ Their 
supply curve probably shifted somewhat to the right owing to the de- 


*In bad times, in order to pay taxes and debt service at fixed dates, the Balkan peasant 
works harder and, since agricultural credit is particularly scarce, he has to make considera- 
ble concessions on the price of his product. See J. K. Galbraith and J. D. Black, “The 
Maintenance of Agricultural Production during Depression: The Explanation Reviewed,” 
Jour. Pol. Econ., Vol. 46 (1938), pp. 313-14, D. Gale Johnson, “The Nature of the Supply 
Function for Agricultural Products,” 4m. Econ. Rev., Vol. 40 (1950), pp. 543-44 and 564, 
and League of Nations, Economic Committee, The Agricultural Crisis (Geneva, Series of 
League of Nations Publications II. Economic and Financial 1931.11.B.12., Vol. I), p. 14. 


ia 
| 
| 
| — 2.9 
+32.5 
—18.8 
—16.9 
+44.3 
| 
| | | 
| | 
| 
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crease in the cost of seed, containers and a few other requisites. In any 
event, with the shift of a typically inelastic demand curve for such 
goods to the left, there was a heavy fall in their price and a small fall, 
or even a rise, in their export volume. A heavier fall in their export 
value was avoided due to the low income elasticity of demand for these 
goods.* 

Class B. Non-staple and semi-luxury agricultural products: cheese, 
eggs, meat, poultry, currents, raisins, figs, other fruit, olives and olive 
oil. The changes in the exports of these commodities, shown in Table 
II, tended to improve the Balkan trade balances: these exports either 
increased, or decreased proportionately less than the imports of manu- 
factures, the total imports, the exports of the previous class and the 
total exports, of the respective countries. 

As with Class A goods, the short-run elasticity of supply of most 
of the foregoing commodities is small and, probably, their supply 
curve did not shift substantially. The income elasticity of demand for 
these goods is greater than that for Class A goods; but it seems that it 
was not so great as to offset the relatively favourable effects of a higher 
price elasticity of demand for these commodities compared to that for 
Class A goods.® The price elasticity of demand is higher owing both to 


*For the fall in the prices of Balkan exports of this class see C. Evelpidi, “Die land- 
wirtschaftliche Krise in Griechenland,” Weltwirtschaft Archiv, Vol. 51 (1940), pp. 348 ff., 
Otto von Frange’, “Die wirtschaftlichen Beziehungen Jugoslawiens und die Problematik 
seiner Eingliederung in die Weltwirtschaft,” Weltwirtschaft Archiv, Vol. 37 (1933}, p. 129, 
Royal Institute of International Affairs, South-Eastern Europe. A Political and Economic 
Survey (London, Oxford University Press, 1939), p. 160, and League of Nations, Review 
of World Trade, 1933, p. 40. 

For some estimates of the price elasticity of demand for goods of this class, see League of 
Nations, Mixed Committee on the Problem of Nutrition, The Relation of Nutrition to 
Health, Agriculture and Economic Policy (Geneva, 1937), pp. 191-93. 

For some estitnates of the income elasticity of demand for food, farm products and, 
particularly, the goods of this category, see C. Clark, The Conditions of Economic Progress 
(London, Macmillan, 1940), pp. 436 ff., and T. W. Schultz, Agriculture in an Unstable 
Economy (New York, McGraw-Hill, 1945), pp. 60 ff. See also J. R. N. Stone, “The 
Analysis of Market Demand,” Jour. Royal Stat. Soc., Vol. 108, N.S. (1945), pp. 314-21. 
The short-run income elasticities of demand should be lower than those given by Schultz, 
which refer to the long run. 

* Owing to the greater importance of variable costs which fall considerably in the slump, 
chiefly the cost of feed, the supply curves for meat, poultry, cheese and eggs probably 
shifted more than those for the other Class B goods. See, however, J. K. Galbraith and 
J. D. Black, op. cit., pp. 310, 314 and 319 f. 17. 

The income elasticity of demand for protective foods is generally higher than that for 
foods supplying mainly energy. See League of Nations, Mixed Committee on the Problem of 
Nutrition, of cit., pp. 186, 256, R. G. D. Allen and A. L. Bowley, Family Expenditure. A 
Study of its Variation (London, Staples Press Ltd., 1935), pp. 34-36, and E. M. H. Lloyd, 
Food Supplies and Consumption at Different Income Levels (London, Agricultural Eco- 
nomic Society, 1935), quoted in C. M. Wright, Economic Adaptation to a Changing World 
Market (Copenhagen, Ejnar Munksgaard, 1939), pp. 42-43. See also C. Clark, op. cit., 
pp. 439-40, T. W. Schultz, op. cit., p. 60, and G. S. Shepherd, Agricultural Price Analysis 
(Ames, Iowa, The Iowa State College Press, 1941), p. 210. 
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the nature of the commodities and to the fact that their f.o.b. export 
price constitutes a greater part of the price to the foreign consumer than 
in the case of the bulky commodities of Class A. Since transportation, 
handling and warehouse costs are relatively sticky compared to the 
f.o.b. export prices of agricultural produce, a fall in the f.o.b. price of 
the goods of this class tends to affect the quantity demanded more than 
a proportional fall in the f.o.b. price of Class A goods."° 

Class C. Fuel: mineral oil. Roumania’s total oil exports decreased by 
21.6 per cent, viz., proportionately less than her total exports, and much 
less than her imports of manufactures and total imports. 

The short-run elasticity of supply of oil was probably greater than 
that of Class A goods. Probably the supply curve shifted somewhat to 
the right owing to the fall in the cost of labour, fuel, repair and main- 
tenance of wells and equipment, and miscellaneous supplies. On the 
demand side, it is necessary to distinguish between the various types 
of oil listed in Table II. Not much can be said about the last item 
(“other mineral oils”); however, it accounted for only about 5% of 
Roumania’s oil exports in 1928-1929. The price and income elasticities 
of demand for the third item (kerosene or lamp oil) should be similar 
to those for most goods of Class A, in which kerosene should be in- 
cluded; the low price elasticity of demand probably accounts for the 


heavy fall in exports. The income elasticity of demand for the first item 
of Table II, Class C, which is composite, was, on the whole, higher than 
that for motor spirit, which, in turn, was probably somewhat greater 
than that for Class A goods. However, it seems that the income elastic- 
ity was not so great as to offset the relatively favourable effects of a 
higher price elasticity of demand for the first two items of Table II, 
Class C, compared to that for Class A goods.** The expansion of avia- 


* For the price elasticity of demand for the commodities of this class see League of 
Nations, Mixed Committee on the Problem of Nutrition, op. cit., pp. 191-93. If Harrod’s 
suggestion that the price elasticity of demand increases in depression years as compared 
with prosperity years, is correct, one may expect the elasticity to rise more for the goods 
of this class than for those of Class A. (See R. F. Harrod, The Trade Cycle (Oxford, 
Clarendon Press, 1936], pp. 12-22 and 85-87. See, however, J. J. Polak and T. C. Chang, 
“Effect of Exchange Depreciation on a Country’s Export Price Level,” op. cit., pp. 56, 60.) 

For the changes in prices of Class B goods see Otto von Frange5, op. cit., p. 129, and 
R. B. B. Tollinton, Economic Conditions in Bulgaria (London, H.M.S.O., 1935), p. 70. See 
also League of Nations, Review of World Trade, 1933, pp. 40-42. 

™ The influence of changes in consumer income on the amount of motor spirit consumed 
“is partly of a direct character, but is in a more important degree transmitted through the 
change in the number of automobiles in good operating condition.” As a consequence, the 
demand for motor spirit “is only moderately sensitive to cyclical changes in income.” 
(J. S. Bain, The Economics of the Pacific Coast Petroleum Industry (Berkeley, University 
of California Press, 1944], Part I, p. 202). 

For the price elasticity of demand for the first two items of Table II, Class C, which 
may be considerable, see R. F. Mikesell and H. B. Chenery, Arabian Oil (Chapel Hill, The 
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tion in the years considered tended to increase the demand for the 
first two items of Table II, Class C.** Finally, the importance of rela- 
tively sticky transportation costs, the heavier fall in money costs in 
less developed economies, production restrictions in the United States, 
and restrictions of exports from other oil-exporting countries, probably 
helped Roumania’s oil exports.’* 

Class D. Raw materials (except fuel) and other goods facing a con- 
siderable income elasticity of demand: building timber, hides and skins, 
and livestock. The heavy fall in the exports of these goods, shown in 
Table II, tended to change the Balkan trade balances adversely: with 
the small exception of Yugoslavian livestock, these exports decreased 
proportionately more than the imports of manufactures and the total 
exports of the respective countries. 

The short-run elasticity of supply of building timber should be 
greater than that of most Class A goods. The supply curve for timber 
probably shifted to the right owing mainly to the fall in the cost of 
labour. The price elasticity of demand for building timber, and hides 
and skins, could not have been high: their value constitutes a small 
part of the cost of the final goods and there are probably no home- 
produced substitutes in the importing countries. In any event, the heavy 
fall in the export prices and values of these goods’ should be ascribed 


chiefly to a short-run income elasticity of demand which, in all likeli- 


15 


hood, was higher than that in any of the previous classes. 


University of North Carolina Press, 1949), p. 158, C. F. Roos, Dynamic Economics (Bloom- 
ington, Ind., The Principia Press, 1934), pp. 26, 30-35, 38-40, E. V. Rostow, A National 
Policy for the Oil Industry (New Haven, Yale University Press, 1948), p. 13, and National 
Bureau of Economic Research, Price Research in the Steel and Petroleum Industries (New 
York, National Bureau of Economic Research, 1939), pp. 153-54. 

*See American Petroleum Institute, American Petroleum Industry (New York, Ameri- 
can Petroleum Institute, 1935), pp. 103-5. 

* The effects on export prices and volumes, of the monopolistic features of the oil 
industry and of secret international combinations to control prices, outputs or exports, 
have not been, and apparently cannot be, fully ascertained. See, for example, R. F. 
Mikesell and H. B. Chenery, op. cit., pp. 114-15. 

In August 1932 Roumania reluctantly became a party to the Paris Agreement on restric- 
tion of oil exports which had been concluded in the previous month. However, in spite of 
the fact that Roumania’s export quota was fixed more liberally than that of other oil- 
exporting countries, her producers did not, at least until the end of 1932, restrict their 
exports to conform to the Paris Agreement. See The Economist, Vol. 115 (1932), pp 
237-38, 425, 1098. 

“See Otto von FrangeS, op. cit., p. 129. See also League of Nations, Review of World 
Trade, 1933, pp. 44-46. 

*Tt may be noted also that many Class A, and more D, goods are storable for longer 
periods than Class B goods, and therefore are more subject to speculation, When import 
traders become panicky in such a business downswing as the one after 1929, decreases in 
prices might easily be followed by reduction in stocks. 

Another factor accounting for the fall in Roumanian and Yugoslavian timber exports 
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The short-run elasticity of supply of livestock is small. The supply 
curve probably shifted to the right owing mainly to the fall in the cost 
of feed. The price elasticity of demand for livestock is probably lower 
than that for meat and poultry, which have been included in Class B: 
its value constitutes a smaller part of the cost of the final commodity 
than in the case of those goods. Since transportation, handling, ware- 
house and processing costs are relatively sticky compared to the f.o.b. 
export prices of agricultural goods, a fall in the f.c b. price of livestock 
tends to affect the quantity demanded less than a proportional fall in 
the f.o.b. price of meat. Finally, the short-run income elasticity of de- 
mand for livestock is probably greater than that for meat and poultry, 
and this contributes to a greater fall in the former’s export value in the 
slump. The Balkan export trade statistics show that, generally speaking, 
the smaller the size of the animal the lesser is the fall in exports, since 
the smaller the animal the more it is a consumption good, and so is 
meat, and the larger the animal the more it is a capital good." 


IV 


The foregoing analysis suggests that, together with an exceptionally 
moderate fall in the exports of some Class A or D goods, it is the exports 
of non-staple and semi-luxury foodstuffs and Roumanian oil that ac- 
count for the favourable turn in the Balkan trade balances, i.¢., of 
goods facing a substantial price, and a fairly low short-run income, 
elasticity of demand. The favourable change in the Balkan balances 
might have been related to the unfavourable turn in the Balkan terms 
of trade in the years 1928 to 1932." 

An inspection of data relating to Greece’s trade balance in the busi- 
ness cycles since the late 1860’s reveals that, when her terms of trade 
turned unfavourably, her trade balance changed favourably, and vice 
versa. The peak years 1873 and 1900 saw the least favourable terms 
of trade for primary exporting countries and the most favourable Greek 
balances of trade of the respective cycles; the peak years 1882, 1907, 


was the growth of Russian competition in the period considered. 

A very high income elasticity of demand was probably responsible for the tremendous 
fall in the Bulgarian exports of silk cocoons and essence of rose—88.2 per cent and 75.8 
per cent, respectively. However, a long-term decline in the foreign demand for essence of 
rose for the church services in Russia and the perfume industry of Western Europe was also 
under way. 

* For example, between 1928-1929 and 1931-1932 the export value of Roumanian oxen 
fell by 60.8 per cent, while that of pigs fell only by 34.7 per cent. See also Table II, note 
(c). 

* Estimates of the changes in Yugoslavia’s tezms of trade, for example, are found in 
League of Nations, Review of World Trade, 1937, pp. 90-91. 


|| 
= 
— 


78 THE AMERICAN ECONOMIC REVIEW 


1929 and 1937 saw most favourable terms, and least favourable bal- 
ances, of trade.** 

Such an inverse relation between changes in the terms, and changes 
in the balance, of trade, as has been observed for the Balkans in the 
great depression and Greece in earlier and in recent cycles, might be 
expected if the volume of imports responds readily to the change in 
the ratio of foreign to domestic prices, and the price elasticity of de- 
mand for exports is not too low, In predominantly agricultural coun- 
tries with low per capita incomes, an adverse change in the terms of 
trade in the slump may be the main factor responsible for a fall in real 
income; the consequent fall in imports may be considerable, particu- 
larly since living standards are low and many of the imported manu- 
factures are luxuries or semi-luxuries for the population. Moreover, 
in a depression such as that of the early ’thirties, the relative rise in the 
price of imported manufactures compared to that of domestic goods 
(due mainly to the heavier fall in money costs in less developed coun- 
tries), leads the Balkan middle class and, chiefly, the worker and peas- 
ant to forego many imported articles or to shift to low-quality domestic 
substitutes. Finally, as already indicated, a considerable price elas- 
ticity of demand may be found for the Balkan non-staple and semi- 
luxury agricultural products and for the bulk of Roumanian oil. 

Data relating to cyclical changes before 1914 in the trade balances 
of most primary exporting countries are not readily available. With 
more statistical information one might find that, ceteris paribus,"® the 
more important are Class B and C goods among the exports of a pri- 
mary exporting country, the greater is the tendency for its trade balance 
to turn favourably in the slump when its terms of trade turn unfavour- 
ably, and to turn unfavourably when its terms of trade turn favourably; 
and, that if both the terms and the balance of trade improve in the 
slump, the more important are Class B and C goods among the exports, 
the greater is the tendency for the improvement in the balance to be 


**No clear-cut change either way can be seen in the trade balances of the years around 
the 1890 peak. The cycle around 1920 is not considered since Greece was at war. The 
Greek trade data are found in X. Zolotas, Greece on the Way to Industralization (in 
Greek) (Athens, Greca Co, 1929), pp. 155-56, and The Supreme Economic Council of 
Greece, The Greek Economy in 1939 (in Greek) (Athens, 1940), p. 33. 

In a consideration of the relation between changes in the terms, and changes in the 
balance, of trade of countries exporting B and C goods, Greece is a particularly useful case. 
For, currants were her foremost export before her territory was expanded in the years 
1912-1918 to include large tobacco-growing areas. 

* It is essential to bear in mind that in comparing countries among whose exports B and 
C goods are important with others exporting more A and D goods, it is assumed that the 
dependence of real incomes on the terms of trade, the income elasticity of demand for 
imports and the responsiveness of the volume of imports to the change in the ratio of 
foreign to domestic prices, are the same in either case. 


3 


TRIANTIS: CYCLICAL CHANGES IN MERCHANDISE TRADE 79 


great when the improvement in the terms is small (and if both terms 
and balance deteriorate, the greater is the tendency for the adverse 
change in the balance to be small when the adverse turn in the terms 
is great). On the other hand, one might find that ceteris paribus, the 
more important are Class A and D goods among the exports of a pri- 
mary exporting country, the greater is the tendency for its trade balance 
to turn unfavourably in the slump irrespective of how its terms of trade 
change; and, that the smaller is the adverse turn in the terms, the smal- 
ler is the adverse change in the balance of trade. 


V 


In the years around 1929 Class A and D goods were predominant 
among Balkan exports: in 1928-1929 they accounted for about three- 
quarters of the Bulgarian exports, 60 to 65 per cent of the Roumanian 
and Greek exports, and 53 to 60 per cent of those of Yugoslavia. Under 
such conditions, for the Balkan trade balances to turn favourably it was 
necessary that some Class B or C exports should decrease very little or 
rise, or/and some Class A or D exports should not fall too heavily. 
Most of these exceptional changes in Balkan exports have been men- 
tioned earlier.”° 

In the years around 1929 Class B and C goods made up over half 
the total exports of New Zealand, Venezuela, Portugal, Denmark and 
Persia. The first four countries had a more favourable trade balance 
in 1931-1932 than in 1928-1929, in terms of both domestic currency 
and gold. Persia’s export surplus on the average for 1930/1 and 1931/2 
was higher than that for 1927/8 and 1928/9 both in terms of domestic 
currency and British pounds, but somewhat lower in terms of gold.*' 

In 1928-1929 frozen meat, butter and cheese, taken together, con- 
stituted 53.4% of New Zealand’s exports, compared to 35.5% ac- 
counted for by wool and “‘skins, hides and pelts.’”’** Between 1928-1929 
and 1931-1932 her meat, butter and cheese exports decreased in terms 
of New Zealand £ by 13.99%, 12.3% and 29.4%, respectively, while her 
exports of wool and “skins, hides and pelts” fell by 65.0% and 65.6%, 
respectively. Her total exports fell by 36.2% and her imports by 49.0%. 

Between 1928-1929 and 1931-1932 the percentage change in Vene- 
zuela’s main exports in terms of bolivares was the following: Class A: 

The following factors helped in the favourable change of the Greek trade balance. 
Firstly, Class A and D goods made up about two-fifths of the country’s imports in 1928- 
1929. Secondly, in the base period Greece’: exports were equal in value to only 51.5 per 
cent of her imports. 

™ The average for the Persian civil years (March 22 to March 21) 1927/8 and 1928/9 is 
compared with the average for the civil year 1930/1 and the economic year June 23, 1931 
to June 21, 1932. 

= New Zealand Oficial Vear-Book, 1931. 
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coffee 42.9, cocoa —46.8. Class C: crude petroleum —1.1, gasoline 
+114.5, benzine +84.9. In 1928-1929 Class C goods accounied for 
about three-quarters of the country’s exports. Consequently, the 
latter decreased in terms of bolivares only by 7.8%. Venezuela’s im- 
ports fell by 56.5%.** 

Between 1928-1929 and 1931-1932 the percentage change in Portu- 
gal’s main exports in terms of escudos was the following: Class A: 
common white wine —65.1, common red wine —63.3. Class B: tinned 
sardines +5.5, all tinned fish —4.2, other fish —28.7, olive oil —22.4, 
madeira wine — 26.5, port 11.2. Class D: cork, sheets and raw —55.9. 
Since port and tinned sardines accounted for over one-third of Portu- 
gal’s exports in 1928-1929, in spite of the heavy fall in such exports as 
cork and red wine, the escudo value of her total exports fell only 23.7%, 
compared to a decrease of 35.1% in imports.** And since in the base 
period exports were equal to only 40.4% of imports, the import sur- 
plus fell from 1,552.6 million escudos in 1928-1929 to 889.0 million 
in 1931-1932. 

In 1928-1929 three Class B goods, viz., bacon, eggs and butter, ac- 
counted for 66.5% of Denmark’s exports; cattle (Class D) made up 
another 4.9°¢. Between 1928-1929 and 1931-1932 the krone value of 
the three Class B exports fell by 15.6%, 8.3% and 31.7%, respectively ; 
cattle exports fell by 68.10%. Denmark’s total exports and imports 
fell by approximately the same percentage—25.8 and 25.3 per cc 1t, 
respectively. But since in the base period exports were equal to only 
about 94% of imports, her import surplus was reduced from 101 
million kroner in 1928-1929 to 83.7 million in 1931-1932. 

In the years 1927/8 and 1928/9 mineral oils (Class C) accounted 
for about two-thirds of Persia’s total exports, and fruits (Class B) 
made up another 4 to 5 per cent. Between 1927/8-1928/9 and 1930/1- 
1931/2°° the exports of these goods increased in terms of domestic cur- 
rency by 23.6% and 79.5%, respectively. Total exports rose by 23.56 
and imports fell by 3.4%, raising the export surplus from 521.5 million 
rials in 1927, 8-1928/9 to 852.1 million in 1930/1-1931/2, and by a 
smaller percentage in terms of British pounds.” 

A third group of countries exporting chiefly primary products, v/z., 
Brazil, Colombia, Australia, Hungary, Poland and Spain, also ex- 
perienced a favourable turn in their trade balances between 1928-1929 


* See infra, f. 31. 

“Portugal applied foreign exchange control only from October 1932 onwards. 

* See supra, f. 21. 

* In terms of gold there was a slight fall in the Persian export surplus: the smaller per- 
centage decrease in exports than in imports was unable to prevent it, since in the base 
period imports were equal to only 59.5 per cent of exports. 
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and 1931-1932, in terms of both domestic currency and gold.** In 1928- 
1929 Class A and D goods constituted over half the total exports of 
each of the first five countries and slightly over half the non-industrial 
exports of Spain. Considerations of space do not permit more than a 
brief account of the main factors responsible for the favourable turn 
in their trade balances. 

The total imports of these six countries decreased in terms of 
domestic currency by more, while those of the nine countries previously 
considered fell by less, than 57%.** In addition to the heavy fall in the 
gold value of the currencies of Brazil, Australia and Spain and the 
slight fall in that of Colombia, and to the foreign exchange control 
adopted in 1931 by Brazil, Colombia, Hungary and Spain, special 
circumstances in some of these countries, for instance Brazil, greatly 
contributed to the sharp reduction in imports.*® It should be added, 
however, that even a considerably smaller fall in imports would have 
been sufficient for the balances of all six countries to turn favourably. 
A common characteristic of all fifteen countries that had a favourable 
turn in their trade balance, except Hungary and Spain, is that their 
total exports decreased in terms of domestic currency by less than 
46 per cent. 

A and D goods predominated heavily among the exports of Brazil, 


Colombia and Australia. But Australia’s wheat exports, which in 
1927/8-1928/9 accounted for 12.8% of her total exports, decreased 
exceptionally little (only by 2.9% in terms of domestic currency 
between 1927/8-1928/9 and 1930/1-1931/2, compared to a decrease 
of 34.3% in her total exports); and the fall in coffee exports (Class 
A), which in 1928-1929 accounted for about two-thirds of Colombia’s 
exports and 71% of Brazil’s, was comparatively moderate.” 


* The Australian data are for financial years: July 1 to June 30. The years 1927/8 and 
1928/9 are compared with the years 1930/1 and 1931/2. 

* See, however, supra, f. 6. 

*In the years before 1930 Brazil had experienced an unprecedented prosperity, due to 
bumper coffee crops combined with price stabilization at a high level and excessive advances 
to the planters; and the heavy fall in imports in the depression should be largely ascribed 
to the poverty and indebtedness of the planters and their employees after the crash of 
October 1929. 

*” Between 1927/8—1928/9 and 1930/1—1931/2 the value of Australia’s exports of wool 
and “hides and skins” (Class D) decreased by 49.8 per cent and 68.6 per cent, respectively. 
Her exports of meat, butter and fruit (Class B) increased by 10.0 per cent, 24.3 per cent 
and 17.9 per cent, respectively. 

The fact that Australian wheat exports declined so little should be related chiefly to 
exceptional circumstances in the Far East. The volume of wheat, flour and rice imports of 
China increased by 70.5 per cent in 1931-1932 over 1928-1929, while in 1934-1935 it was 
only 7.9 per cent higher than in 1928-1920, On the average for 1931 and 1932 China im- 
ported 1.15 million metric tons of wheat against only 0.21 million for 1928 and 1929; in 
1934, 1935 and 1936 the volume of wheat imports had fallen again to only 0.46, 0.52 and 
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A and D goods were much less predominant among the exports of 
Hungary and Poland and the non-industrial exports of Spain, than in 
the case of the foregoing three countries. Other factors accounting 
for the favourable turn in the trade balances of these three countries 
were: the moderate fall in the exports of animals (Class D) from 
Hungary, cereals and flours (Class A) from Poland, and some industrial 
goods from both countries, and the fact that in the base period Spain’s 
exports were equal to only 73.6% of her imports. 

For the favourable change in the trade balances of the foregoing 
fifteen countries the following conditions were significant: B and 
C goods constituted a substantial percentage of the exports, or/and 
some Class B or C exports decreased exceptionally little or rose, or 
some important Class A or D exports decreased exceptionally moder- 
ately. In addition to the countries considered there were a few other 
primary exporting countries that also had a favourable turn in their 
trade balance in the great depression.*’ But the experience of many 
other important countries exporting chiefly primary products does not 
correspond »* * Dr. Chang’s statement quoted in the opening para- 
graph of this, , -r. These countries probably account for a larger per- 
centage of the world’s primary exports than the countries that had a 
favourable turn in their trade balance. Again, considerations of space 
do not permit more than a brief account of the main factors responsible 
for the unfavourable turn in the trade balances of a group of such 
countries.” 

Class A and D goods predominated heavily among the exports of 


0.12 million tons, respectively. Australia’s total exports to China rose from £ A 0.71 million 
on the average for 1927/8 and 1928/9 to £ A 4.15 million for 1930/1 and 1931/2. The 
volume of Australia’s total wheat exports rose from 1.83 million tons on the average for 
1927/8 and 1928/9 to as much as 3.36 million for 1930/1 and 1931/2. 

For the changes in coffee exports see also infra, p. 85. 

"For example, the following factors largely contributed to a favourable turn in the 
trade balance of some smal] Latin American countries. Firstly, the fall in some of their Class 
A or D exports, e.g., coffee, was exceptionally moderate; see infra, p. 85. Secondly, their 
imports of manufactures fell sharply. And thirdly, a substantial percentage of their imports 
consisted of Class A goods, such as wheat and wheat flour: some of the smaller Latin 
American countries, e.g., Haiti, the Dominican Republic and Nicaragua (and, to a lesser 
extent, such countries as Brazil, Venezuela, Uruguay, Ecuador, Bolivia and Paraguay), were 
not agriculturally self-sufficient; “instances wherein agricultural workers produce a food 
staple for export and import the foods necessary for their subsistence are far from rare in 
these countries.” (P. R. Olson and C. A. Hickman, Pan American Economics |New York, 
John Wiley & Sons, Inc., 1943], p. 4.) 

"It was not the purpose of this writer to consider a number of countries that experi- 
enced an unfavourable change in their trade balance between 1928-1929 and 1931-1932, 
approximately equal to that of countries with a favourable change. In addition to the 
Balkans, twenty-five important primary exporting countries were taken (for which fairly 
satisfactory foreign trade data are available), and it just turned out that of the twenty-nine 
countries, fifteen had a favourable change in their balance and fourteen an unfavourable 
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Argentina, Bolivia, Canada, Ceylon, Chile, Cuba, Egypt, the Dutch 
East Indies, British Malaya, Mexico, the Philippines and Siam.” 
Although they were somewhat less important among the exports of 
China and India, in 1928-1929 they made up a little less than two- 
thirds of the exports of each of the two countries. Under such condi- 
tions, exceptionally moderate falls in the exports of a few Class A or 
D goods were unable to offset the adverse effects of heavy falls in the 
bulk of Class A and D exports on the trade balances of this group of 
countries.** Except for Argentina, the Philippines and China, between — 
1928-1929 and 1931-1932* the total exports of each country in this 
group decreased in terms of domestic currency by more than 46 per 
cent, compared to less than 46 per cent for thirteen of the fifteen 
countries that had a favourable turn in their trade balance.” 

In concluding this brief examination of the changes in the years 
around 1929 in the trade balances of twenty-nine countries exporting 
chiefly primary products, it may be interesting to note that of the 
fifteen countries whose trade balance turned favourably after 1929, 
seven changed from an import to an export surplus, and only four 
remained with a deficit in 1931-1932. Of the fourteen countries whose 
balances turned unfavourably, ten had, and remained with, an export 
surplus; only Canada, Egypt and British Malaya changed from an 


export to an import surplus between 1928-1929 and 1931-1932, and 
China’s deficit increased. So the depression, at least up to the average 
for the years 1931 and 1932, occasioned the appearance of a mer- 
chandise trade deficit or an increase in such a deficit, in the balance 
of only four of the twenty-nine countries considered. 


*In the 1930's, the Latin American countries listed in this group together with Vene- 
zuela, Brazil and Colombia, included in previous groups, accounted for well over four-fifths 
of the total exports from, and the total imports to, Latin America. 

“Of the countries in this group only Bolivia and Argentina had a slightly higher per- 
centage fall in imports than in exports between 1928-1929 and 1931-1932. But, since in 
1928-1929 Bolivia’s imports were equal to only 53 per cent of her exports, her export 
surplus in terms of bolivianos was more than halved. Unlike the other countries of this 
group, Argentina’s export surplus rose slightly in terms of national currency; but it fell in 
terms of gold, or even of British pounds. Unlike some other Latin American countries (see 
supra, f. 31), the importance of staple foodstuffs (Class A) among the imports of Argen- 
tina and Mexico (another country whose balance turned unfavourably) was very small; on 
the other hand, fuels (Class C) were important in the import trade of Argentina and, to a 
lesser extent, Bolivia and Chile (other countries whose balances turned unfavourably). 

* For Canada and Siam: average for the years (April 1 to March 31) 1927/8 and 1928/9, 
and 1930/1 and 1931/2. 

See, however, supra, f. 6. It may be interesting to note that while a fall in exports in 
terms of national currency of 46 per cent provides a good dividing point between the coun- 
tries that had a favourable and those that had an unfavourable change in their trade 
balance, no comparable uniformity can be found on the imports side; the decreases in 
imports were much more diverse. j 
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TABLE III.—CLASSIFICATION OF THE MAIN Primary Exports OF TWENTY-NINE 
Countrizs ExportING CHIEFLY PriMARY PRopucts* 


Class A. Staple foodstuffs and other commodities facing a low price elasticity of de- 
mand. 

Wheat Coffee Rice Common wine, red or white 

Other grain Tea Sugar Kerosene 

Flour Cocoa Tobacco 


Class B. Non-staple and semi-luxury agricultural products. 


Currants Tomatoes Cheese Madeira wine 
Raisins Onions Butter Port 
Figs Fresh vegetables Eggs Other fine wine 
Dates Poultry Olives Cigars 
Oranges Lard and bacon Olive oil 
Bananas Frozen meat Tinned fish 
Other fresh or dried Other meat and Other fish 

fruit game 


Class C. Fuels. 


Crude and residual petroleum, and fuel oil Coal 
Gasoline and motor spirit Coke and briquettes 
Benzine 


Class D. Raw materials, except fuel, and other goods facing a considerable income elas- 
ticity of demand. 


Iron ore Building timber Feathers 
Semi-manufactured iron Other timber Cotton seed 
Zinc and zinc ores Unmanufactured wood Linseed 
Lead Semi-manufactured wood Copra, copra-meal and 
Tin and tin ores Wood pulp copra-cake 
Copper and copper ores, Cork, sheets and raw Peanuts 
matte, etc. . Greasy wool Dessicated coconuts 

Nickel Scoured and washed wool Coconut oil 
Nitrate of soda Raw cotton Molasses 
Raw rubber Silk Opium 
Livestock Raw jute 
Hides and skins Unmanufactured manila 

hemp (abaca) 

Agave fibres (maguey, hene- 
quen, sisal) 


* The countries are: Roumania, Yugoslavia, Bulgaria, Greece, New Zealand, Venezuela, 
Portugal, Denmark, Persia, Brazil, Colombia, Australia, Hungary, Poland, Spain, Argentina, 
Bolivia, Canada, Ceylon, Chile, Cuba, Egypt, the Dutch East Indies, British Malaya, Mexico, 
the Philippines, Siam, India and China. 


VI 


The items which in the period considered constituted the great bulk 
of the primary exports of the twenty-nine countries are found classified 
in Table III. On the whole, the exports of Class A and D goods fell 
heavily compared in each case to the fall in other exports, total ex- 
ports and imports of the respective countries; Class B and C exports 
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fell lightly or rose. Some of the exceptions to this statement which can 
be traced to circumstances relating to certain commodities in particu- 
lar countries or regions, have been noted in foregoing pages.*’ 

While a finer subdivision of the four classes of Table III is not 
undertaken here, it may be noted that there are interesting differences 
between goods included in the same class. For example, there are 
considerable differences in the conditions and elasticity of supply and 
the price and income elasticities of demand for coffee, tea and other 
Class A goods. Consequently, while tea and coffee exports fell sub- 
stantially in the years considered, they decreased comparatively less 
than the exports of several other A goods. Again, between tea and 
coffee there are important differences. Finally, the fall in the coffee and 
tea exports of different countries was not “uniform” in the down- 
swing after 1929.°* 

VII 


It has sometimes been suggested that in the great depression holders 
of British Empire securities fared better than creditors of Latin Ameri- 
can countries partly because “the exports of the larger Dominions and 
colonies are comparatively well diversified.”*® Again, discussing the 
inevitability of foreign exchange fluctuations of primary producing 
countries, the authors of International Currency Experience have 


noted: “The growing industrialization of primary producing countries 
may well be another and more fundamental change tending to reduce 
the need for exchange fluctuations. Industrialization has been one way 
in which these countries have reacted to the instability of their 
balance of payments. The economic structure of the typical agri- 
cultural country is becoming more diversified. Its balance of payments 
is less dependent on the wide cyclical swing of prices of staple products 


* Some commodities may belong to one class or another depending on various circum- 


stances. For instance, rice should be included in Class A or B depending on the country of 
destination, since in some countries (Far East) it is a staple foodstuff, while in others 
(Europe) it is a Class B good. 

* Many of the differences between coffee, tea and other Class A goods, as well as the 
main factors accounting for the gains of Colombia and other Latin American coffee- 
exporters in the depression at the expense of Brazil, may be deduced from perusal of V. D. 
Wickizer, The World Coffee Economy, with Special Reference to Control Schemes (Food 
Research Institute, Stanford University, California, 1943), Chaps. V-XI, and idem, Tea 
under International Regulation (Food Research Institute, Stanford University, California, 
1944), Chaps. I-V. 

Some effects of price-support schemes and production and export restrictions on exports 
of primary products have been suggested, for example with reference to Balkan exports of 
wheat and mineral oil. Similar schemes, national or international, affected in one way or 
another a number of other primary exports of various countries, for instance, coffee, tin 
and cotton. 

* Royal Institute of International Affairs, The Problem of International Investment 
(London, Oxford University Press, 1937), pp. 253-54 and 279-80. 
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on the world markets. These tendencies may help to promote stability 
of exchange rates in the countries in question.’** These statements 
would seem to require some qualification. 

Of the countries of the British Commonwealth considered in this 
paper two had an extremely concentrated export trade: in 1928-1929 
four commodities in each case accounted for about 82 to 85 per cent 
of the exports of New Zealand and Ceylon. But one country was ex- 
porting the “right” commodities and one the “wrong”—-one had a 
favourable and one an unfavourable turn in its trade balance. In 
1928-1929 six commodities in each case constituted about three- 
quarters of the exports of British Malaya and Australia. The former 
had an unfavourable, and the latter a favourable, change in her trade 
balance. Finally, Canada and India had the most diversified export 
trade: in 1928-1929 thirteen and eleven commodities, respectively, 
were required to make up three-quarters of their exports. But they 
were not exporting the “right” commodities and the trade balances of 
both countries changed unfavourably. 

No general statement can be made regarding the effects of industriali- 
zation or diversification of exports on the cyclical changes in the trade 
balance of primary producing countries. Industrial countries tend to 
import more Class A and, chiefly, D goods than they export. However, 
they also tend to export more industrial goods of a durable or luxury 
nature than they import, and such goods face a high short-run income 
elasticity of demand. Moreover, their exports of manufactured con- 
sumer goods to less developed countries are affected in the slump by 
the considerable short-run income elasticity of demand for such 
articles and the heavier fall in the prices of domestic goods in such 
countries. Diversification of exports might be desirable if it leads to 
a relatively greater export of “right” products, which, generally speak- 
ing, are goods with a substantial price, and a low short-run income, 
elasticity of demand.*! While manufactured consumer goods may be 
better in this respect than staple foodstuffs or raw materials, Bulgaria 
and Greece might have hoped for a more favourable turn in their trade 
balance in the early ’thirties had they substituted more non-staple and 
semi-luxury agricultural exports for some of their tobacco exports, 
than if they had been able to export more manufactures instead."* 

“League of Nations, Economic, Financial and Transit Department, Imternational Cur- 
rency Experience: Lessons of the Interwar Period (Princeton, 1944), p. 136. 

“ Naturally, what are the “right” exports will depend also on the economic and com- 
mercial policies of the country’s trading partners. 

“ The discussion in this section is based on the assumption that the terms of trade change 
between boom and slump in the way they did in the cycles around 1929 and 1937. 
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THE STABILITY OF STATE AND LOCAL TAX YIELDS 


By Haroitp M. Groves ANp C. Harry 


The purpose of this article is to throw some light on the concern 
with stability of tax yields which exists at the state and local level. 
Our presentation consists of a statement on the nature of the problem; 
a statistical investigation of the income elasticity of various state and 
local taxes, and of seven state tax systems as a whole; and a discussion 
of the effects on tax yields of (a) changes in income due to output 
and due to price level variations, and (b) the degree of progression 
of state income taxes. 


I.—Nature of the Problem 


Public finance literature of recent years has given much attention 
to the question of built-in flexibility in the federal tax system in general, 
and the income-elasticity of some of the taxes of which the system is 
composed in particular. On the state and local level, however, interest 
in relation to the ups and downs of the economy still centers on stability 
rather than flexibility. The continued emphasis on sales and excise 
taxes in most state tax systems is in part attributable to this trend.’ 

Stability of revenue is, properly speaking, a special case of adequacy. 
Although adequacy is not included among Adam Smith’s canons of 
taxation, it is frequently considered an important qualification of a 
good state and local revenue system. By adequacy is meant not only 
the capacity of a particular tax to produce a given initial amount of 
revenue but also its capacity to sustain this level in such a manner as 
to permit the maintenance of a given volume and quality of govern- 
mental services. A “fairly” stable tax system, and it should be re- 
membered that state and local governments depend primarily on taxes 
to finance their services, is thus one which assures the treasury an 

* The authors are, respectively, professor of economics and fellow in economics at the 
University of Wisconsin. 

"State tax studies in recent years have given as much emphasis to stability of revenue 
as to the “productivity” and ease of collection of the taxes under consideration. See Report 
of the Tax Revision Committee, State of Georgia, 1950; Indiana Tax Facts, Department of 
Treasury, State of Indiana, 1944; Study of the Tax and Revenue System of the State of 
Ohio and Its Political Subdivisions, State of Ohio, 1947; Report of the Taxation Commit- 
tee of the Legislative Council, State of Wisconsin, 1950. 

> R. W. Lindholm, “State Fiscal Activity, 1945-49,” Nat. Tax Jour. (Sept., 1950), p. 244. 
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approximately constant real income over a period of time. In a period 
of changing prices, assuming that money incomes change in proportion 
to the price level, tax yields would have to change in proportion to the 
change in income in order to maintain the level of government services. 
However, when total money income changes due to a change in real 
output with a constant price level, tax yields could remain constant and 
still sustain government services. But in most cases, except when the 
expansion of total money income has passed the point of full employ- 
ment, changes in both price level and real income are involved. It 
follows that in general, from the point of view of maintaining a given 
level of tax-financed government services, tax yields may be allowed 
to vary in the same direction as total income, but the variation should 
be less than in proportion to the variation in total income. 

Thus, in contrast to the federal government whose special and 
strategic position in the economy makes deficits and surpluses from 
fluctuating revenues a blessing and hence instability of taxes (built-in 
flexibility) a virtue, the states and their subdivisions are primarily 
interested in “built-in stability” and, therefore, in taxes whose income- 
sensitivity is low. Like the individual firms under pure competition, 
whose wage-costs and prices are data to which they must adjust, these 
smaller units of government are also part of what is studied under the 
heading of “microeconomics.” They have few if any of the unique 
powers that make fluctuating tax yields a matter of minor concern to 
the federal government. This study, accordingly, is devoted to the prob- 
lems arising from the desire for revenue stability on the part of state 
and local authorities. 


II.—Classification of Taxes According to Their Stability Record 


As has been pointed out above, the cost of government is likely 
to fluctuate less than income payments. Hence, if it is desired to main- 
tain intact at all times the level of government services and to finance 
them from taxes primarily, the total of state and local tax revenues 
has to be of less than unit income elasticity.* In order to judge the ex- 
tent to which the tax yields of a given state fulfill the stability require- 
ment, it is necessary to obtain elasticity coefficients for the various 
state and local taxes. The term income elasticity (e) with respect to a 
given tax may be defined as the ratio of the percentage change in tax 
yield (T) to a given percentage change in income payments (Y)* 

* That is, tax yields should be of less than unit elasticity to the extent that variations in 


income are due to variations in real output and they should depart from zero elasticity to 
the extent that variations in income are due to price changes. 


*The Department of Commerce series of state income payments to individuals has been 
used throughout this study because it is the only authoritative source available for this 
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AT AY 
and may be written as e == —— / ——. 

According to their degree of revenue stability, taxes may be divided 
into three groups: 

1. Taxes whose yield is very stable, that is, whose income elasticity 
is substantially less than unity. In the limiting case, elasticity of zero, 
tax base and tax rate would not change as total incomes change. Ex- 
amples somewhat approaching this case are certain types of licenses, 
a rigidly administered property tax, and above all the poll tax. Taxes 
with an income elasticity of .80 and less may be said to fall into this 
group. 

2. Taxes whose yield varies roughly in proportion to fluctuations in 
income payments. Examples of this type can be found in the general 
sales tax area. Here tax collections vary in proportion to the amount of 
dollar expenditures on the taxed goods. Their income elasticity is close 
to unity. 

3. Taxes that have a high sensitivity to changes in income, that is, 
whose yield varies considerably more than in proportion to changes 
in income. This is the case wherever (a) the tax base varies more 
than in proportion to income, and/or (b) the average rate of tax 
rises as income rises due to a graduated rate schedule. The group is best 
exemplified by the individual and corporate net income taxes. Their 
elasticity coefficient is generally above 1.5. 

In Chart I the yield data for three taxes have been plotted on 
double logarithmic scale against data of income payments. The income 
elasticity of each tax yield as defined above appears as the slope of the 
respective regression line. To obtain a numerical valve for the income 
elasticity of the taxes here dealt with, a simple regression equation 
of the form 

log T = loga + elog Y 


was used in which the regression coefficient, ¢, is the required elasticity.” 
The points enclosed by a circle on the chart represent the fiscal years 
1943-46 during which gasoline and sales tax revenues were abnormally 
low as a consequence of war conditions. In computing e the war years 


purpose. However, it is not identical with a measure of total income and production within 
a given state since it includes transfer payments but excludes corporate savings and taxes. 
Hence, income payments to individuals are more stable over the business cycle than total 
income, and some of the indices presented below may consequently slightly exaggerate the 
degree of instability actually present. 

5 Since e is a constant, it describes a function of constant elasticity. There is, of course, 
no reason to assume that the income elasticity of any tax should be constant throughout the 
years. The e here presented merely summarizes the experience of a number of years for 
comparative rather than predictive purposes. 
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TaBe I.—State Taxes CLASSIFIED BY SENSITIVITY TO 
CHANGES IN STATE INCOME PAYMENTS* 


| Percent 


Change in 
Period Da | Tax Yield 
| Covered | with 25°; 
Change in 
Income 
. Taxes of Low Income Elasticity (0O-.80) | 
Wisconsin utility property taxes* 1930-50 | 
Wisconsin general property assessments | 1920-48 | 
Wisconsin alcoho] taxes | 1935-49 
Wisconsin motor fuel tax 1934-49 
Wisconsin highway taxes (incl. motor fuel) 1932-49 
Wisconsin insurance taxes | 1930-50 
Wisconsin privilege dividends tax 1937-50 
Wisconsin cigarette tax 1941-50 
Wisconsin telephone tax 1930-50 
Ohio cigarette tax 1940-48 


. Taxes of Medium Income Elasticity (.81-1.20) | 
Ohio sales tax | 1937-48 
North Carolina sales tax | 1940-49 
Towa sales tax | 1935-49 
Missouri sales tax 1938-49 
Michigan sales tax 1934-49 
Oklahoma sales tax | 1937-39 


UU 


Illinois sales tax 1934-48 


. Taxes of High Income Elasticity (1.21 and over) 

Indiana gross income tax 1934-49 

Maryland individual income tax | 1942-49 

Wisconsin taxes on income 

Total Normal | 1935-49 1 

Normal on individuals 1936-50 i 
Normal on corporations 1936-50 4.8 

North Carolina individual income tax 1938-49 1 


| 
| 
California sales tax 1934-49 


* In all cases, except as otherwise noted, the coetiicient of determination of taxes by in- 
come payments was found to exceed 0.80. 

» Coefficient of determination for genera! property assessments is only 0.40; for cigarette 
and alcohol taxes, 0.69; utility taxes, 0.30. 

* The utility tax index is based on the yields of railroad and heat, light, and power com- 
pany taxes. In both these taxes, the rate is determined by the average state property tax rate 
and is therefore not the same from one year to the next. Although these rate changes are 
slight, part of the fluctuation in yield of these taxes is due to changes in rates rather than 
assessed valuations. 
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9 | 
1.00 | 0 
1.02 6 
1.03 | 
1.09 5 
1.11 A 
1.11 
1.11 
| 380 
4 41.0 
4 44.2 
5 | 47.8 
Oo | 39.8 
1 49.8 
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were omitted whenever the tax base was distorted due to war-time 
shortages and controls. 

Table I presents some of the taxes whose yields were related to state 
income payments in connection with a recent Wisconsin tax study.* Tax 
yields were taken on a fiscal year basis and matched with income data 
of the immediately preceding calendar years. This allows a six months’ 
period for time lags between tax collections and income payments.’ 
The choice of taxes included in this analysis was somewhat arbitrary. 
It was determined largely by the availability to the authors of data 
for taxes whose yields remained relatively uninfluenced over a reason- 
able period of time by changes in the law concerning rates, definition 
of tax base, or administration.* 

It will be observed that the periods covered in most cases include 
part of the 1930’s and most of the 1940’s. For purposes of illustration, 
each elasticity coefficient is accompanied by the percentage change in 
tax yield which would result from a 25 per cent change in income. 

The first group of taxes presented in the table comprises taxes which 
fluctuate little in response to changes in income, that is, primarily the 
unit sales taxes and the general and special property taxes levied in 
Wisconsin.” The unit sales taxes are based on the quantity consumed and 
will, therefore, fluctuate in direct proportion to consumption of the 
taxed goods. The demand for goods which are selected for taxation, 


especially at the state level, is usually inelastic to income change, 
which is presumably one of the reasons for their being taxed. The 
low sensitivity of the Wisconsin privilege dividends tax, a 3 per cent 
tax on all dividends originating from business transacted in Wiscon- 


* Report of the Taxation Committee of the Legislative Council, State of Wisconsin, 1950, 
pp. 57-61. 

* The problem of adjusting for time lags in estimating the cycle sensitivity of tax yields 
is dealt with on a somewhat more sophisticated level by Henri Guitton, “La Méthode des 
Décalages Appliquée 4 l’Etude des Sensibilités Fiscales,” Public Finance, Vol. IV, No. 1 
(1949), pp. 19-27. 

* A reasonably thorough check has been made to avoid situations involving major changes 
other than those in income. In some cases, such as rate changes, adjustments could be made 
without great difficulty. Minor changes in legislation or administration, of course, had to 
be disregarded. The frequent revision of statutes was a particular obstacle in estimating the 
stability of state income taxes by this method, and for that reason no indices other than 
for Maryland, North Carolina, and Wisconsin are presented here. 

The stability of property tax collections as such could not be estimated, other than by 
way of correlating assessed valuations with income: property tax rates change too fre- 
quently. 

* Several of the tax yields presented in this group, e.g., the cigarette and telephone tax 
vields, are affected by a “trend factor” as well as by income. To the extent that this is true, 
the coefficients of Table I may in some cases overstate the sensitivity of these taxes to 
income fluctuations. The trend factor could be allowed for by expanding the regression 
equation to T = aYeCt where ¢ stands for time period and C is a constant. No adjustment 
for this was made in this study. 
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sin, stands in marked contrast to the high sensitivity of the tax on 
the total of corporate income (1.5). Since the Wisconsin corporation 
tax has only a negligible degree of progression, most of this difference 
in income-sensitivity should be ascribed to the efforts of corporations 
to maintain stable dividend payments. The inheritance and gift taxes 
were omitted from Group I since, due to lack of correlation between 
income payments and these taxes over the short run, no meaning- 
ful coefficient could be obtained. 

The second group, taxes of medium income elasticity, consists en- 
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| | 
| 


GROVES AND KAHN: STATE AND LOCAL TAX YIELDS 93 


tirely of the general sales tax family, and the coefficients for the states 
for which data were readily obtainable indicate that the revenue yields 
vary on the whole almost in proportion to variations in income pay- 
ments. In contrast to the unit sales taxes of Group I, these taxes 
cover a wide range of consumer goods and their yield is a function of 
both quantity sold and price. The ratio of taxation to income under 
various conditions depends on the relation of consumption spending 
to money income. It is, of course, possible that the exemption from 
tax of certain categories of goods, whose prices may be more or less 
volatile than the general price level, may have its effects on the elasticity 
coefficient. However, the category most frequently exempted, food, 
appears to have little effect in this sense, for although the quantity 
of food consumed has been more stable than income, food prices have 
been less stable. The result of these offsetting movements is that food 
expenditures and income change at about the same rate.” 

The third group in the table consists of taxes whose income elasticity 
exceeds 1.2. The presence here of the gross income tax of Indiana is 
explained by condition (a) as stated in the definition of this group. The 
gross income tax is usually considered more akin to the general sales 
than to the income tax family. Its coefficient of 1.4 is primarily caused 
by the fact that, though without graduation of rates, the tax has income 
exemptions which have the effect of increasing (decreasing) the ratio 
of tax base to income whenever state income rises (falls). The Wiscon- 
sin corporation income tax is also of the (a) type. It has no graduation, 
but corporate income is more volatile than income payments in general. 

Both conditions (a) and (b) are found in the graduated net income 
taxes: as incomes rise, more persons move from exempt status to tax- 
able status, and simultaneously everybody’s average rate of tax rises 
due to the graduated rate feature. Here an elasticity coefficient greater 
than 1 is built into the tax law itself although the value of the co- 
efficient usually does not depend on the rate schedule alone but also on 
the prevailing distribution of income. An attempt will be made to 
state, briefly, in Section IV, how given rate structures and distributions 
of income affect tax yields at varying levels of income. 


III.—-The Stability of State Tax Systems as a Whole 


In the previous section we presented data on the income elasticity of 
various state and local taxes. The question now arises, what is the 
result when these taxes are combined in the state and local tax system? 
An over-all (state and local) elasticity coefficient for each of seven 


* Clement Winston and Mabel A. Smith, “Income Sensitivity of Consumption Expendi- 
tures,” Survey of Current Business (Jan., 1950), p. 19. 
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midwestern states was computed for this purpose (Table II).” It 
indicates that for the total of state and local taxes there may be no 
stability problem. If the coefficients are again interpreted on the 
basis of response to a 25 per cent change in income payments, the 
variations of the most stable system would be about 10 per cent and 
that of the least stable only 13 per cent over the period studied. The 
state-collected taxes, however, show less stability and vary from 15 to 
22 per cent with a 25 per cent variation in income. Moreover, the states’ 
executive budget tax revenues are frequently less stable than state- 


TaBLe IT.—Seven State Tax Systems CLASSIFIED BY SENSITIVITY 
TO CHANGES IN INCOME PAYMENTS* 


Total State and | Total State- 


| Local Taxes | Collected Taxes 
Illinois | 43 74 
Indiana .52 .82 
Iowa } .50 .83 
Michigan | 53 ‘7 
Minnesota 49 .79 
Ohio 43 .63 
Wisconsin .56 .90 


* The composition of each state tax system is that of 1948. 


collected taxes as such since several of the latter, as, for instance, the 
very stable highway taxes, are usually earmarked for specific purposes, 
thus leaving the unstable taxes for purposes supported by less powerful 
interests. Wisconsin’s executive budget taxes have an index of 1.04. It 
may be of interest to note that Musgrave and Miller found the income 
elasticity of the federal tax system for 1947 to be about 1.5.'* The over- 
all index owes its low value to the heavy weight of the very stable 
property taxes. Some may object that the high delinquency rate of 
property taxes in the early ’thirties contradicts the low elasticity co- 
efficient used in this study. But that would be putting the cart before 
the horse, for it was precisely because of the low income elasticity of 
the property tax and the heavy reliance upon it that these systems broke 
down. 

™ These estimates are concededly crude ones and should be accepted with caution. 
Indices for the various taxes were weighted according to the relative share of the tax 
in its tax system. Due to lack of data, the Wisconsin index of a tax was in some cases 
applied to the same tax in another state. The principal cases in which this device was 


employed were property taxes, selective excises, and motor vehicle taxes. The weighting 
was done on the basis of 1948 tax receipts. 

™R. A. Musgrave and M. H. Miller, Am. Econ. Rev., Vol. XXXVIII, No. 1 (Mar., 
1948), p. 126. This elasticity coefficient may not be strictly comparable to the one presented 
in this paper since the former is based on the 1946-47 experience only while the latter 
summarizes the experience of several years (see Table I). 


GROVES AND KAHN: STATE AND LOCAL TAX YIELDS 95 


The conclusion may be warranted that whereas state and local taxes 
in their totality have enough stability to be adequate for the mainte- 
nance of governmental services at all times, the same may not be true of 
the tax revenues of such administrative subdivisions as the executive 
budget of a state. This is due to the manner in which taxes are divided 
among the executive budget, the localities and various segregated 
funds. By the same reasoning, the state governments’ problem, par- 
ticularly in income tax states, is greatest in deflation, while the munici- 
palities’ stability problem is perhaps most serious in inflation. The 
latter suffer from the great stability of their tax system in times like 
the present, but this feature constitutes somewhat of a blessing in times 
of recession. 


IV.—Some Theoretical Considerations Implicit in the Data 


This section deals with two particular aspects of the income elasticity 
of taxes presented in Table I. Both are treated on a somewhat higher 
level of abstraction than that so far employed. 


A. Income Elasticity under Output and Price Level Variations 


As has been indicated at the beginning of this paper, the distinction 
between income changes due to variations in output and those due to 
variations in price level should not be ignored. In the case of the unit 
sales taxes of Group I, the tax yield depends entirely on (real) con- 
sumption. Consumption of a good is, in most instances, positively related 
to real income. If now the change in income is due to a variation in the 
general price level as well as in real income, then the consumption of the 
taxed good may also vary in accordance with its price-elasticity of de- 
mand. For if it is assumed that the prices (before tax) of all goods change 
at the same rate, it follows that a general rise in prices will result in a 
relative decline in the prices (after tax) of goods subject to a unit sales 
tax.”’ A fall in prices will have the opposite effect. And this being the 
case, there arises an interesting difference between the nature of sales 
tax yield under conditions of income change due to price fluctuation, and 
under conditions of income change due to fluctuation in real income. 
For instance, if income increases, the yield of a sales tax may be expected 
to rise in either case. But whereas the real value of the yield will rise if 
the growth of income is due to rising output, the real value of the yield 
will fall if the income change is due to a change in price level. While the 
relative decline in the price (after tax) of the taxed good may lead to 
some increase in the volume of sales and hence in yield, this will hardly be 


“Jacob Viner, “Taxation and Changes in Price Levels,” Jour. Pol. Econ., Vol. 31, 
No. 4 (Aug., 1923), p. 515. 
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sufficient to offset the decline in the real value of the tax dollar. 

The case is, of course, different for ad valorem sales taxes. The 
real value of the yield of a specific ad valorem tax will not be affected 
by a change in price level, per se, since the relative price of the taxed 
good will remain the same as before. The same applies to a general 
(ad valorem) sales tax. Here the real value of the tax yield is not so 
much dependent on the price level as on the relation between consump- 
tion and income. 

Taxes on property are also ad valorem, that is, again both quantity 
and values affect the tax base. The low sensitivity of the yield to 
changes in income may be ascribed to two causes. To the extent that 
the quantity of property to be assessed consists of real estate, its 
fluctuations are largely due to causes other than changes in total 
real income, as, for instance, the rate of population growth and the 
so-called building cycle. The quantitative tax base would therefore 
tend to fluctuate less than real income. The second point to consider 
is the effect on assessed valuations of property when total income 
changes due to variations in the general price level. Here the lag of 
assessed valuations behind changes in the market value of property 
introduces another element of stability. The lag is partly due to 
deficient assessment methods and partly to the requirement of most 
state laws that property shall be assessed “at the full value which 
could ordinarily be obtained therefor at private sale.” The word 
“ordinarily” suggests that the assessor should aim at “normal values” 
and this may require discounting of upward or downward trends in 
real estate values. Hence the taxation of property at a constant pro- 
portional rate of its assessed valuation will result in the ratio of tax 
to income falling when incomes are rising, and rising when incomes 
are falling. But again the real yield will increase if the rise in income 
is primarily due to increased output, and it will fall if the income change 
is mainly due to a rise in price level. 

“Only if the demand for the taxed good is price-elastic, and the tax content in its 
price great, can the change in monetary yield be proportionate to the change in prices. 


More precisely, the latter condition can only be fulfilled if y - = = 1, where ny = price- 


elasticity ‘of demand, T = tax, and P = price of the taxed good including tax. For ex- 


ample, if —= .5, a general rise in prices of 2 per cent would result in a rise of 1 per 
P 
cent in the price of the taxed good, and the decline in its relative price would be approxi- 
mately 1 per cent. In order for the rise in tax yield to be proportionate to the rise in 


general prices y would have to be 2. The greater >’ the more scope there is for y to 


operate, but only when n > 1 can y- >= since ry must always be less than 1. 


} 
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In the case of income taxes, particularly if graduated, the state 
gains (loses) in real value of tax yield whenever total income rises 
(falls), be it due to changes in price level or output. 

It is not possible to lay down hard and fast rules as to what income 
elasticity is necessary to maintain the volume of government services 
from taxes. If the fluctuations were solely in real income, an elasticity 
as low as possible (close to 0) might be required; if they were exclu- 
sively in money terms, that is, due to price level changes, an elasticity 
close to unity might be needed. In the first case the “burden” of gov- 
ernment (per cet of real income taken) would vary; in the latter, 
it would not. 

If the income elasticity is greater than unity, the government gains 
in an inflationary period and loses in a deflationary period with respect 
to its relative share in real income; the public’s command over goods 
and services decreases and increases inversely to the government’s. 
If the change is solely one in real income, the government’s relative 
share in total income varies in the same general manner except that 
now the absolute amount of the public’s real income changes in the 
same direction as the government’s. States that rely heavily on income 
taxes find the going easy in periods of inflation compared to those 
which have no such tax. But the citizen whose real income remains 
the same while his money income doubles may find that his income 
tax, oblivious to such subtleties, has quadrupled. 

If the elasticity coefficient is less than unity, the state is left with 
a decreased share of real income in inflation and an increased share in 
deflation. This is not only so in a relative sense but also in absolute 
terms. If the change is one in real income only, the government is 
better off (absolutely) when income goes up and worse off when income 
goes down (unless the coefficient is 0), but the relative “burden” of 
government becomes lighter and heavier as real income goes up and 
down, respectively. 


B. Income Tax Progression vs. Stability 


We now move to a discussion of the automatic sensitivity of state 
income taxes to cyclical fluctuations; the manner in which it can be 
modified; and what such modification implies in terms of loss of pro- 
gressivity. As was indicated at the end of Section II, the degree of 
income elasticity of a graduated income tax depends on the distribu- 
tion of income as well as the rate schedule. The relationship between 
rate progression and yield stability is not a simple one. 

If we assume for a moment a tax system which consists of only 
one individual, the income elasticity for a given rate schedule at any 
level of income is equal to the slope of the curve obtained when plot- 
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ting tax liability against income on double logarithmic scale.’* For 
any income tax in effect at present in the United States, the slope 
of the liability curve tends to flatten out, that is, income elasticity of 
the tax yield tends to decline, when moving up the income scale. 
Consequently, in a tax system which covers numerous individuals 
whose incomes differ in size, each individual member’s tax has its own 
income elasticity.** The income elasticity of the aggregate tax yield will 
therefore in part be determined by the prevailing distribution of in- 
come, that is, the steepness of the liability curve at the point (or 
points) of greatest concentration of taxable income. Thus, if the 
liability curve flattens out when moving up the income scale, it follows 
that the higher the mode of the distribution, the more stable the tax 
will be. Given the distribution of income, one may increase (decrease) 
the stability of the tax yield by decreasing (increasing) the slope of 
the liability curve near the mode of the distribution. 

To consider the practical possibilities of such a procedure, the fol- 
lowing statistical method suggested by William Vickrey’ may be 
applied. Any graduated tax of the familiar bracket type may be con- 
veniently broken down into as many component parts as there are 
graduations. Each component consists of a flat rate of tax on all income 
above a given “exemption,” each “exemption” corresponding to the 
point in the income scale at which the graduation occurs, and each rate 
being equal to the increase in rate which is effective at that level. We 
thus have a number of “flat” taxes, each with its own income elasticity 
which is entirely independent of the tax rate. The elasticity of a 
simple, flat tax is purely a matter of “the ratio of the total income of 
the persons taxed to the income above the exemption to which the 
tax rate is applied.”’* For example, if a state’s taxpayers have an in- 
come of $1 billion of which $500 million is taxable at a flat rate, a 

“This measure is identical with that of liability progression which has been defined 


as “the ratio of the percentage change in tax liability to the concurrent percentage 
change in income.” The slope of the corresponding curve when plotted on logarithmic 
a log f (Y) 
alogY 
Progression, 1929-48,” Jour. Pol. Econ., Vol. LVI, No. 6 (Dec., 1948), p. 504. 

* Unless the slope of the liability curve is the same for two incomes of different size. 
In the special case of a tax law whose rate schedule varies with every dollar of income in 
such a manner that the liability curve is of constant slope throughout the relevant range 
of personal income, the income elasticity of the yield is independent of the distribution of 
income. Liability progression and the income elasticity of the tax yield have identical 
values in this unlikely case. 

“William Vickrey, “Some Limits to the Income Elasticity of Income Tax Yields,” 
Rev. Econ. and Statistics, Vol. XXXI, No. 2 (May, 1949), pp. 140-44. 

* Ibid., p. 140. It is assumed that as total income fluctuates the distribution of income 
remains the same. 


scale may be expressed as See Musgrave and Tun Thin, “Income Tax 
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1 per cent increase in state income would bring about a 2 per cent 
increase in the tax base, assuming the distribution of income to remain 
the same. Note that the percentage increase in the tax base was greater 
than 1 per cent in the proportion which the total income of the tax- 
payers bears to the base, namely 2, which is the income elasticity of 
this simple tax at this particular level of income.’® The income elasticity 
of an income tax which consists of several such flat taxes is equal to 
the weighted average of the elasticities of its components, the weights 
being the yields of each flat tax. One should be aware, however, that 
this method of determining the stability of an income tax loses in pre- 
cision if changes in income are large and/or the tax brackets very small. 

If one desires to change the elasticity of the tax yield, one may vary 
the increase in rate which becomes effective at various levels of in- 
come, or even the size of the brackets which make up the rate schedule. 
Supposing that a state wishes to increase the stability of its tax yield, 
it may lower the increase in rate which is effective at the level of 
income with the highest elasticity. Vickrey found the maximum 
elasticity with U.S. income data for 1944 at the $3,000 level, and the 
authors of this paper obtained the same result for Wisconsin in 1949.*° 

Action based on this approach has, however, some serious short- 
comings. Revenue requirements will generally not permit a reduction 
of the increase in rate at one level without compensating for it at 
another level of income. If the component whose weight is to be 
changed begins at a relatively low level, such as $3,000, such compen- 
sation becomes particularly difficult, for the component of the tax based 
on all income above $3,000 has of course a much larger base than 
one based on all income above $10,000. Thus, since the elasticity 
coefficients for the components which begin at the lower income levels 
are likely to claim most of the weight, stabilizing the yield might entail 
either a sacrifice of revenue or abandoning some degree of progression 
and smoothness of graduation. Using Wisconsin again as an example, 
to stabilize that state’s income tax effectively would require a shift in 
weight to the components of the tax which begin at levels of income 
below $3,000.*' It is, of course, conceivable that the elasticity of a 


* The Maryland personal income tax comes close to the above model. It has a flat 2 
per cent rate on all income above the exemption ($1,000 for single and $2,000 for mar- 
ried taxpayers) and a 5 per cent rate on all income from investments, Its income elasticity 
is 1.5 (See Table I). 

” The elasticity coefficients at the $3,000 level were 2.43 and 2.75 for the U.S. and 
Wisconsin, respectively, Vickrey, op. cit., p. 142; Report of the Taxation Committee of 
the Legislative Council, p. 76. 

*Tt is a curious circumstance that the stability of yield evidenced by the federal income 
tax has not been attained by the Wisconsin tax and those of other states. If it may be 
presumed from an inspection of the Wisconsin data that the first component of the 
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component which begins at $7,000” is sufficiently low to contribute to 
stability of yield if its relative weight were increased. But it should 
be noted that due to the small base of this component, the increase in 
bracket rate at this level of income would have to be ten times as 
great as that at, say, $1,000 in order for both of these components to 
have the same weight. A rate increase of such proportions would be 
difficult for any income tax state if for no other reason than that 
above a certain limit high rates may lead to migration of capital and 
population. Due to these facts any feasible increase in stability result- 
ing from manipulation of the rate pattern of the income tax is likely 
to be small. It must be recalled that even a flat tax with no exemptions 
would have an income elasticity of unity. Some statistical tests with 
Wisconsin data indicate that feasible changes that preserve some 
semblance to the present rate structure of the tax could hardly reduce 
its elasticity to a point lower than 1.5. 

Is greater stability of income tax yields in the manner in which it 
is at all practical on the state level necessarily opposed to “progres- 
sivity”? If an increase in the level of total tax yield resulting from 
changes in the rate schedule is precluded, then the answer is in the 
affirmative. But if a change in the level of yield is permissible, the 
answer depends on what measure of progressivity one has in mind. 
Suppose that the yield can be made more stable by increasing the 
rate on the first component of the tax. This is the same as adding a 
proportional tax to an already existing progressive schedule. As can 
be readily verified, an increase in all bracket rates by the same number 
of percentage points will leave the degree of average rate progression” 
unaltered, but will decrease the degree of liability progression as that 
term was defined in footnote 15. However, if one is interested in 
disposable income (“Take-home-pay”), a concept known as residual 
income progression** becomes relevant. Here the degree of progression 


federal tax, which amounts to a tax of 20 per cent on all taxable income, has a low 
elasticity coefficient, then it can readily be seen why this is so. The Wisconsin normal 
rate schedule, similar to that of other states, progresses from 1 to 7 per cent, the top 
rate covering all incomes above $12,000. Its top rate is thus a larger multiple of its first 
component rate and applicable to a much larger part of taxable income than the federal 
top rate. From data presented by Musgrave and Miller (op. cit., pp. 126-27), it appears that 
in 1947 the federal personal income tax had an income elasticity of only 1.47 which is 
considerably below that of most state taxes and tends to support the above reasoning. 

* Here again Vickrey’s 1944 coefficient and that for Wisconsin in 1949 agree in direction 
though not in value. In both studies the coefficient for the component at $7,000 con- 
stitutes a trough after declining from a maximum at $3,000. 

* Average rate progression may be defined as the rate of change in the average rate of 
tax with respect to taxpayer's income. See R. A. Musgrave and Tun Thin, op. cit., p. 499. 

* Thid., p. 507. 
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between any two points in the income scale is measured in terms of 
the ratio of the percentage change in income after tax to the percentage 
change in income before tax. It is apparent that the less the per- 
centage change in disposable income relative to that in income before 
tax, the more progressive is the tax according to this measure. If the 
tax yield is stabilized by increasing all bracket rates by the same num- 
ber of percentage points, the disposable incomes of the “rich” are 
reduced by a greater percentage than those of the “poor.” It follows 
that stability and progressivity, if viewed in this manner, are not 
necessarily incompatible. It may also be noted that the distribution 
of disposable income is shifted toward greater equality pari passu with 
an increase in disposable income progression. 


V.—Conclusion 


We have here called attention to the fact, frequently ignored, that 
the optimum level of stability in state tax systems has to be con- 
sidered in relation to the nature of income movements. If such move- 
ments are due to price changes, one answer may be indicated; and if 
they are due to output changes, another answer may be appropriate. 
It appears that state governments, particularly those that rely on the 
income tax, are principally concerned with instability during deflation 
while municipalities with their reliance on the general property tax 
may face their hardest revenue problems during inflation. Our sta- 
tistics indicate that state and local tax systems are considerably more 
stable than the federal tax system. At the same time, most state income 
taxes are less stable (more income-elastic) than the federal income tax. 

It has also been shown that states with income taxes can adjust 
their rate schedules so as to decrease somewhat the fluctuations in 
vield from these taxes. If at any time a tax increase should become 
desirable, a flat increase in bracket rates of the income tax could 
“kill three birds with one stone:” (1) It would add to the state’s 
revenue; (2) It would increase the stability of the income tax al- 
though not necessarily that of the state’s tax system; (3) It would 
not decrease the progressivity of the tax or the system if progressivity 
is interpreted in the sense of effect on the distribution of disposable 
income (or even average rate progression for that matter). One may 
also consider in this connection that the personal exemptions of most 
states are higher than those of the federal tax, and that the degree 
of average rate and liability progression, for the range of income 
over which state tax schedules are usually graduated, is in most cases 
as great as, or greater than, that of the present federal tax. 

Where progressivity and stability in the income tax are found to be 
opposing interests, the states can avoid choosing between them by 
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stressing other, less sensitive, taxes.** But this only seems to avoid 
the issue because these alternative taxes will add stability at the ex- 
pense of progression in the tax system as a whole. Moreover, they 
would probably do this to a much greater degree than would a change 
in the iricome tax pattern and, in addition, they might be less equitable 
on other counts. 

It is hoped that this article will help to clarify those issues of state 
tax policy that center on stability as a criterion of a tax. That these 
issues are of some importance is apparent from the most cursory 
attention to state legislative debates. A net income tax in Indiana was 
rejected in favor of a gross income tax among other reasons because 
the latter was thought to be more stable. An expansion of the state 
income tax to finance enlarged school aids was opposed in Wisconsin 
largely on the same ground. In the movement to “nationalize” the 
state income tax in Canada much was made of the argument that this 
could be used to stabilize local revenue. More thinking on the kind of 
income tax which suits the needs of the various layers of government 
appears in order. There is too much crystallization of thinking about 
the idea that the only useful employment of income as a tax base is 
in the conventional models developed for central governments that 
operate in the macroeconomic sphere. In the formulation of state tax 


policy with regard to progression and stability one cannot always dis- 
pose of his cake and have it too. But there are several ways to dispose 
of the cake and the decision to have or to dispose is one that requires 
more understanding. 


* Alternatives outside the tax system are not considered here. 
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DOMESTIC AIR LINE SELF-SUFFICIENCY: A PROBLEM OF 
ROUTE STRUCTURE 


By Haroip D. Koontz* 


lor approximately twenty-five years, since the passage of the Kelly 
Act of 1925 and the Air Commerce Act of 1926, it has been the policy 
of the federal government to foster private ownership and operation 
of commercial air lines through construction of airports and airways 
and through air-mail subsidies. The policy with respect to air-mail 
payments was placed on a permanent basis by the Civil Aeronautics 
Act of 1938 which directed the Civil Aeronautics Board to establish 
rates of pay for the carriage of mail adequate, with other revenues, to 
enable the air lines, under honest, economical, and efficient manage- 
ment, to maintain and continue the development of air transportation 
to the extent and of the character and quality required for the com- 
merce of the United States, the postal service and the national defense. 

In establishing such a policy, it was clearly the intent of the law- 
makers that the air lines would ultimately reach a position of financial 
self-sufiiciency. While this intent has been forgotten in the enthusiasm 
for developing “feeder” or local service air lines to bring the advantages 
of air transportation to small communities, and has been sidetracked 
in the field of international transportation where American Flag 
Carriers will probably be indefinitely supported as an instrument of 
national policy, strong opinion exists that at least the domestic trunk 
air lines should eventually become financially self-supporting. There 
is a feeling that, even though the subsidy elements involved in the 
provision of airways can be justified for national defense and the 
subsidies involved in furnishing airports are disappearing through 
adequate user charges, the time has come to take a sharp look at the 
nature and necessity for air-mail subsidies. 

The present program of the Senate Interstate and Foreign Com- 
merce Committee to study means for separating subsidy elements in 
air-mail payments and to draft legislation requiring separation has 
served to focus attention on the problem. The President’s recent budget 
message raises similar questions about the air-mail subsidy. The well- 
publicized case of the railroads that they should not be required to 


* The author is professor of business policy and transportation in the School of Business 
Administration, University of California, Los Angeles. 
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compete against subsidized transportation is also beginning to have 
some efiect. Moreover, the conspicuous profits of many of the domestic 
trunk line air carriers in 1949 and 1950 raise question as to the 
necessity for continuing air-mail payments beyond the reasonable 
allocable cost of the service. 

Most of the emphasis by government authority, as is evidenced by 
the investigation of the Senate Interstate and Foreign Commerce Com- 
mittee, has been placed on the determination and separation of air- 
mail subsidies. This approach seems to dodge the more basic issue. 
Even though it may be useful to know now how much the disputed 
air-mail subsidies are and to what kinds of air service they may be 
attributed, the efforts of public investigation might better be directed 
toward the underlying factors which make an air-mail subsidy neces- 
sary at all. The mere separation of subsidy will not cure the cause of 
subsidy, although it may serve to concentrate attention on the problem. 

As has been indicated, there seems to be little purpose in examining 
now the underlying reasons for air-mail subsidies in the case of the 
international air carriers or in the case of the local service, or “feeder” 
carriers. The national policy aspects of American Flag Carriers both 
explain and justify subsidy for these air lines, particularly since they 
must compete against air lines operated by foreign governments so 
willing to subsidize operation of their instruments of national policy. 
And there appears, at this time, no more reason to expect the “feeder” 
air lines to be self-supporting than to expect rural free delivery 
services of the Post Ofiice Department to be self-sustaining.' 

On the other hand, the profits of several of the domestic trunk air 
lines have been great enough during the past two years (and in the 
case of Eastern Airlines for the past decade) that air-mail subsidies 
would not have been required to make these carriers self-sustaining, 
regardless of how air-mail subsidies are calculated, or what kind of 
separation is made. 

There is some evidence that most of the domestic trunk line air 
carriers have reached a position of financial self-sufficiency and have 
joined the ranks of American businesses able to care for themselves 
without specific government subsidy. For, after a period of postwar 
readjustment which reached a crisis in the industry’s nce. operating loss 

* Despite the roseate attitude of some persons as to the great striles made b: local 
service air lines, the fact is that even the most successful of ‘these air lines « 1 not 
cover operating expenses with air-mail payments based upon a service (non sidy) 
mail rate. Note that, in the twelve months ending June 30, 1950, the feeder lines : eceived 
on the average a mail pay of $30.29 per ton mile for air mail against 36 cents ior express 
and less than 58 cents for passengers. And only 8 of the 18 carriers showed a net operating 
income. Even so apparently successful an operator as Southwest would have required mail 
pay of approximately $20.00 per ton mile to break even during this period. 
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of almost $21,000,000 in 1947, the industry enjoyed a net operating 
profit of nearly $25,000,000 in 1949 and more than doubled its 1949 
earnings in 1950. Improvement in financial well-being has been widely 
enjoyed in the industry. In 1947, only four of the sixteen domestic 
carriers were in the black and only one of these four earned a reasona- 
ble* operating profit. In 1949 and in the first eleven months of 1950, 
only two of the sixteen carriers showed operating losses and in 1950 
practically every carrier operating in the black showed a reasonable 
net operating income. 


To What Extent Are the Domestic Trunk Air Lines 
Financially Self-Su ficient? 


The apparent prosperity of 1949 and 1950 is somewhat illusory. 
If possibly excessive mail pay is stripped away, the picture for these 
two profitable years changed materially. Without presuming to decide 
what a service mail rate (i.e., one free of an element of subsidy) 
should be, some progress can be made in stripping away the camou- 
flage of extra mail payments by assuming that a service mail rate 
for the domestic trunk air lines is an amount equal, pound for pound, 
to the pay received for the transportation of passengers and their 
baggage. It is difficult to argue that a compensatory rate would have 
been higher, considering that the trunk air lines have been operated 
predominantly to meet the demands of passenger traffic,’ although 
there have been a few cases where schedules have been operated to 
meet the needs of the mail service rather than to suit passenger de- 
mands. On the other hand, as a working hypothesis, it is not un- 
reasonable to assume that a service mail rate would not be much less 
than the passenger fare level in view of the priority treatment of mail 
demanded by the Post Office. There are many cases in which the air 
lines must reserve space and weight for mail well beyond the average 
weight of mail that is actually tendered by the postal authorities. 

On the assumption that a non-subsidy mail rate would have been 
equal to the industry average passenger return, the financial results 
in 1949 and in the first eleven months of 1950 for the sixteen domestic 
carriers have been adjusted to reflect the effects of mail pay. Such 
data are shown in Table I for 1949 and in Table II for 1950. 


? By “reasonable” is meant more than a token profit. For example, three of the four 
carriers earned an operating profit of approximately 3 per cent of gross revenues and 
the same per cent of assets used in the business. Such a low profit rate is obviously 
“unreasonable” in the sense that it cannot support the flow of capital into the business. 

*For the twelve months ending September 30, 1950, of the total of 894 million ton 
miles of revenue traffic handled by the domestic trunk air lines, 79.3 per cent was 
passengers and their baggage, 4.8 per cent was mail, 3.7 per cent was express, and 12.2 
per cent was freight. 
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The results are surprising, particularly for 1949 which can be re- 
garded as a more normal year than 1950. Only the four larger air 
lines, the “Big Four,’ would have shown a net operating income* for 
1949 after adjustment for mail pay, against a total of 14 of the 16 
domestic carriers which were in the black on the basis of the mail pay 
actualiy received. Some of the losses resulting after adjustment are 
startling. In the case of Capital Airlines, a fairly respectable operating 
profit becomes one of the two highest losses in the industry after 
adjustment for mail pay. 

The results for 1950 before any air-mail pay adjustment are, of 
course, considerably better than in 1949, although the record still 
shows two of the sixteen trunk line carriers in the red. Even after 
adjusting operating revenues to reduce mail pay to the level of 
passenger return, the record for 1950 is materially improved over 1949, 
with half of the domestic carriers in the black. Despite this showing in 
1950, there are no grounds for optimism. While the Big Four would 
have shown profits of material size, the profits of the other four carriers 
in the black would not have been impressive. 

Moreover, as is well known, 1950 was an unusually profitable year 
for the air lines. The defense program and the Korean conflict swelled 
the demand for air travel and brought about passenger load factors 
well above normal. During 1950, passenger load factors’ averaged 
approximately 63 per cent for all trunk air lines and were measurably 
higher for three of the Big Four. This load factor experience should 
be compared to more normal 1949 during which the sixteen carriers 
averaged 59 per cent and more truly normal 1948 when they averaged 
58 per cent. 

In general, then, even during a period of record industrial profits 
and extraordinarily high profits in the railroad industry, the air-line 
industry, except for a few carriers, would not have earned very large 
profits in 1949 or 1950 if it had not been for mail payments at a 
substantially higher level than passenger fares. However, the very 
fact that a few air carriers showed reasonably substantial profits in 
1949 and 1950, regardless of the level of mail pay, does lead to the 
belief that there must be some factor or factors, other than the price 
charged for passenger and freight service, which account for the 
presence and absence of financial self-sufficiency in the industry. 


Economies of Size an Unsatisfactory Explanation 


It is not often realized how widely different in size are the sixteen 


“Net operating income is net before such other income and expenses as non-operating 
income or expense, interest on long-term debt, and income taxes. 


* The percentage of seat miles sold to seat miles available for sale. 
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carriers which make up the domestic trunk line air carrier system of 
the United States. As will be seen in Tables I and II, the domestic 
carriers can be divided into five groups—large, medium, medium small, 
small, and very small. Such classification properly places emphasis 
upon the smallness of most of the air lines when compared to the Big 
Four. In terms of gross revenues in 1949, for example, the four very 
small air lines were approximately one-twentieth the size of the four 
largest; the three small air lines were one-tenth the size, on the 
average, of the four large companies; the three medium small were 
roughly one-sixth the size of the largest four; and even the two 
medium size air lines (the fifth and the sixth largest in the industry) 
were scarcely more than one-third the size of the Big Four. As 
measured by available ton miles of service produced, the size disparity 
was even greater.® Although the difference in size when measured by 
route miles served is not nearly so great,’ the variation is significant 
for an industry with so few firms. 

The wide disparity in size, along with the circumstance that only 
in the case of the four largest air lines are profits at all good, would 
seem to make a clear case that the lower costs normally attributed to 
size are of controlling importance in the air-line industry. But, 
strangely enough, the facts do not justify such a conclusion. While 
there are certain economies in size, and while the four very small air 
lines are certainly higher cost air lines than the others, the answer is 
not to be found in the economies of size. 

Utilizing cost per available ton mile* as the best single gauge of 
air-line cost of production, the principal expense classes of air-line 
costs have been calculated for the sixteen carriers for 1949 and 
summarized in Table III. As will be noted, the pattern of costs, as 
related to size, is not conclusive, except in the case of the smallest 
four to six air lines, Taking total operating expenses per available ton 
mile or direct operating expenses (those directly related to the flying 
of aircraft) per available ton mile, there is little to choose, cost-wise, 


*Data for 1949, reported .o the Civil Aeronautics Board, show the average for the 
Big Four to be 288.4 million, against 11.6 million for the very small, 23.3 million for the 
small, 50.6 million for the medium small, and 92.0 million for the medium sized air lines. 

* Ranging, in 1949, from an average of 6,238 route miles for the Big Four to approxi- 
mately 4,000 miles for the medium sized air lines, 2,900 miles for the medium small, 
2,700 miles for the small, and 1,500 miles for the very small air lines. 

*The cost per available ton mile is the expense involved in offering for sale one ton 
of weight carried for one mile. It is calculated by dividing expenses by the average weight 
available in airplanes multiplied by the number of miles traveled. The available ton mile 
should be distinguished from the revenue ton mile which is that portion of available ton 
miles of service sold for revenue. Costs of production in the air-line business generally 
vary more directly with the available ton mile than with any other statistical measure- 
ment of service. 
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between the four large air lines and at least the next six air lines of 
lesser size. It is interesting to find that (1) the lowest cost air line 
was National which had only 10 per cent of the revenues of American; 
(2) even smaller Midcontinent had the lowest direct maintenance cost 
in the industry; (3) in most of the expense categories the medium 
and medium small air lines did equally or almost as well as the large 
air lines. 

Tn order to show the relationships between size and costs, the data 
are presented in Table IV by ranking in order operating expenses in 
each major classification with the sixteen domestic air lines ranked 
in size according to the available ton miles of capacity produced in 
1949. The rank correlation coefficients for total operating expenses, 
total direct operating expenses, and total indirect operating expenses 
show for the sixteen air lines a fairly significant negative correlation 
which might lead one to believe that considerable evidence exists as 
to economies of size in the air-line industry. However, closer inspection 
of the data discloses that this high inverse correlation is more apparent 
than real. 

In the first place, the high negative rank correlation may be traced 
to a few expense classifications. In the case of total direct operating 
expenses, the correlation is due to the significant inverse relationship 
in flying operations expense (the expense involved in actual airplane 
operation). This relationship is largely coincidental, since the larger 
air lines generally have routes which make it possible to schedule a 
higher average trip distance,” and this factor is not necessarily a_ 
characteristic of size. Most flying expenses tend to vary with the hours 
of airplane operation. Since the number of miles an airplane travels 
per hour varies sharply with trip distance, especially for distances 
under 250 miles, one would expect direct flying costs per available 
ton mile to be lower the longer the trip distance. In the case of direct 
equipment maintenance and depreciation of flight equipment—other 
items of direct operating expenses—there is no rank correlation with 
size, even though maintenance, being somewhat similar to a factory 
operation, would be expected to show greater effects of economies 
of size. 

In the case of indirect operating expenses, the high negative rank 
correlation is due primarily to the significant correlations found in 
ground operations expense (the expense of operating stations, com- 
munications, and similar activities) and general and administrative 


*In 1949, American, United, and Trans World flew average trip distances of 241 miles, 
258 miles, and 250 miles, respectively; Eastern was at the industry average of 178 miles; 
and nine of the remaining twelve smaller airlines flew trip distances ranging from Braniff’s 
168 miles to Northeast's 89 miles. 
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expense. These items, being truly overhead in nature, should, and do, 
reflect economies of scale. It is noteworthy that, for the sixteen air lines, 
these classes of costs do follow the pattern to be expected from the 
lowering of expenses with higher scale of operations. However, in 
other classes of indirect operating expenses, the effect of scale is not 
particularly significant. 

A second reason why the inverse rank correlation which appears in 
total operating expenses must be interpreted cautiously is that ranking 
necessarily neglects actual costs. In many cases the differences in actual 
costs are relatively small, even though the differences in size between 
the air lines are considerable. In some of these cases, the cost differ- 
ences are almost indistinguishable in practice. 

A third reason why the rank correlation coefficients are subject to 
question is the fact that the clearly high cost operations of the smallest 
four air lines have weighted unduly the inverse relationship between 
size and costs. There is ample evidence that the four very small air- 
lines are at a serious disadvantage because of the diseconomies of scale. 
But the wide differences in size between the small and medium small 
air lines, on the one hand, and the large air lines, on the other, have 
apparently not made for great differences in costs. This can be seen 
from the calculation of rank coefficients on the basis of the twelve larg- 
est carriers (see Table IV). When this is done, the rank correlation 
coefficient for total direct operating expenses drops from —0.75 to 
~0.45, for total indirect operating expenses from —0.90 to —0.59, 
and for total expenses from —0.73 to —0.59. In many expense classes 
the data give no evidence of economies of scale. In others, such as 
flying operations, as has already been pointed out, correlation is due 
to other factors. Only in the case of ground operations, ground and 
indirect maintenance, and traffic and sales expense is the inverse 
correlation significant; and in these cases the slight differences in 
actual costs are not large enough, in view of the great differences in 
size, to be very conclusive. 

When only the nine largest air lines are considered, evidence of any 
economies of scale virtually disappears. The rank correlation coefii- 
cients between size and expense (see Table IV) provide no such 
evidence. Despite the fact that the three smallest air lines among 
these nine were only one-sixth the size of the four largest, the cost data 
in this group of carriers do not disclose that there is an appreciable 
difference that can be traced to the size of the operating unit. 

As a matter of fact, many of the medium and medium small air lines 
have cost records comparable to those of the four largest air lines. In 
some cases, their records are even better. Noteworthy is their record 
on direct maintenance where both the costs and the lack of correlation 
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with size indicate no apparent advantages due to scale. Moreover, in 
other classes of indirect expense, such as general and administrative 
expense, one would expect a sharper difference due to the size of 
operations. 

Thus, for most of the air lines, the cost experience of 1949 does not 
support a strong case for the existence of important economies of 
size over a wide range of plant sizes. Only the four very small air lines 
appear clearly to be at a serious cost disadvantage on account of their 
size. Although only 1949 costs are used to illustrate this fact, analysis 
of records in other recent years would not show essentially different 
results. 

This is not to say that there are no available economies of size. Even 
the large domestic air lines are not large as big business goes. It is 
difficult to conceive that most of the economies of size have been 
utilized when air lines reach the size of the small or medium small air 
lines listed in Tables I and II. It is certainly open to question that 
there should be so little difference in costs per available ton mile 
between air lines the size of Braniff or Western and those the size of 
American or United, which are seven to fourteen times as large. One 
gets the impression that costs are often gauged to ability to pay and 
that cost control is the more effective the more the need for it. In any 
case, one cannot find the answer to air-line self-sufficiency in the econo- 
mies of large scale production, even though the four smallest air lines 
appear to be so small as to offer little hope for low enough costs ever 
to promise self-sufficiency. 


Variations in the Effectiveness of Management 


It is often easy to explain differences in profitability in an industry 
by ascribing them to variations in the effectiveness of management. 
While the quality of management is almost surely the greatest single 
factor shaping the course of a business, there is no convincing evidence 
that managerial differences explain the basic problem of domestic air 
line financial self-sufficiency. To be sure, the record of Eastern Airlines 
is due very largely to the effective managerial controls over costs 
which have long been exerted, to aggressive sales promotion, and to the 
policy of offering a high volume of frequently scheduled service. But 
this air line’s success has also been due, as will be shown below, to 
certain favorable route considerations. Moreover, the current high 
profits of American Airlines are in part due to the strong position taken 
by the management of that company several years ago to re-equip with 
modern aircraft in quantities which made many less optimistic air line 
managers shake their heads; the result has been that American has 
been able for several years to offer a high quality, high volume, fre- 


| 
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quent, and convenicatly scheduled air-line service which has attracted 
a tremendous revenue volume. The high load factor experience of 
United Airlines and the remarkably low maintenance cost record of 
that air line can likewise be ascribed in part to management policies 
of building up an extraordinarily excellent passenger service and of 
making large capital investment in the most modern maintenance and 
overhaul facilities. 

But these and other factors of excellence of management of the 
large air lines can be duplicated among the smaller air lines. National’s 
record for low costs is equal or superior to Eastern’s. Western’s low 
maintenance cost on their new Convairliners has been superior to 
American’s despite its much smaller fleet.’ Continental and Mid- 
continent have also shown the effects of excellent management, particu- 
larly with respect to such items as maintenance costs. Delta’s high- 
quality low-cost service is likewise largely due to an outstanding 
management. 

A detailed study of air-line management would show wide differences 
in managerial effectiveness. But these differences are not wide enough 
to explain the problem of financial self-sufficiency of the domestic air 
lines. Nor, as has been shown, is there a correlation between effective 
management and profitable operation. It cannot be denied that if an 
air line could enjoy National’s low costs for flying operations and 
general and administrative expenses, Western’s (or Mid-Continent’s) 
record on maintenance, and Eastern’s (or National’s) low expenses 
for ground operations and sales expense, the result would be a cost 
level more than 20 per cent below the industry average. Such a per- 
formance, if realizable, would have increased industry profits in 1949, 
after an adjustment for mail pay, by some 20 times that actually 
earned.’ Of course, even if one assumes that the outstanding records 
of certain air lines with respect to various costs were due to managerial 
effectiveness, it is not realistic to believe that every air line could 
practically reach the optimum in every department of cost and it is 
not true that every air line could reduce its costs by the industry 
percentage. A number of air lines are so affected by route and other 
considerations (e.g., Northeast, Colonial, and Continental) that re- 
duction of costs to an industry average would doubtless be impossible. 

” For example, in the early part of 1950 American’s maintenance costs for a fleet of 


74 Convairliners was approximately 22 cents per plane mile while Western’s costs were 
9 cents per plane mile for a fleet of 10 airplanes. 

“If it could be assumed that the industry could, on the average, operate at the cost 
per available ton mile of these leaders in low cost (interestingly enough, the average lengths 
of haul of Western, Eastern, and National are close to the industry average), the result 
for 1949 would have been approximately 22.7 cents per available ton mile, compared to 
the industry actual cost of 28.7 cents. Converted to effect on net operating income, this 
difference would have amounted to approximately $9,000,000 in 1949. 
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Other air lines (e.g., National) are at such a low cost level that further 
reductions in cost to the optimum level could not answer the problem 
of self-sufficiency. 


Financial Seif-Sufficiency Most Related to Revenue Load Factors 


On the basis of the evidence presented for 1949 and 1950 and on the 
basis of the well-known record of air-line profits during World War II 
and the current Korean defense boom, one finds that the most impertant 
single factor explaining air-line financial self-sufficiency is the revenue 
load factor.’* As will be noted from Table V, all of the four largest air 
lines except Eastern enjoyed, during both 1949 and 1950, load factors 
considerably higher than the other trunk-line carriers with the lone ex- 
ception of Inland’s load factor in 1949. The significance of the revenue 
side of the air-line picture is even clearer when it is realized that, in 1949, 
every air line except the four very small air lines would have earned a 
profit, after mail pay adjustment, if each had enjoyed the load factors of 
American, United, or Trans World. And in 1950, every air line, without 
exception, would have shown a moderate to large net operating income 
had it been able to operate with American’s revenue load factor. Interest- 
ing, too, is the fact that in 1949, National alone, in addition to Eastern, 
could have made a profit, after mail pay adjustment, on Eastern’s 
actually experienced load factor. In 1950, however, due both to 
Eastern’s higher load factor and to noteworthy improvements in their 
breakeven load factors, National, United, Delta, Braniff, and Inland 
would have been in the black with Eastern’s load factor. 

In any case, examination of total load factors and passenger load 
factors indicates that the real answer to the financial success of certain 
carriers is in their ability to sell a higher percentage of ton miles or 
seat miles produced, although it must be admitted that inspection of 
breakeven load factors brings out again the fact that significant differ- 
ences in costs of production exist—and that only within broad limits 
are they related to size. The ability to operate at relatively high revenue 
load factors is not believed to be due to sales promotion or to out- 
standing service differences, but rather to the size and density of the 
market facing the domestic air carriers. 


Comparative Strength of Air Line Routes 


Unlike many other businesses, the air lines, of course, have their 
market largely determined by public authority through the Civil 
Aeronautics Board’s control over routes, The strength of these routes 
has considerable bearing not only upon the volume of traffic a carrier 


* The percentage of available ton miles actually sold. 
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has offered to it, but, even more important, upon the density of 
traffic movement, since this factor is of primary importance in de- 
termining load factor. In other words, even though the total volume of 
business offered to an air line is a significant market factor, the volume 
of traffic available between pairs of stations on the route is of greater 
strategic importance in determining the economic strength of the route. 
A high volume of available traffic between points makes it possible 
normally to use larger and more efficient aircraft and to sell a higher 
portion of available seat or ton miles than would otherwise be the 
case. Most direct expenses vary with hours or miles of plane operation, 
thus making the revenue load factor an important key to profitability. 

A fairly accurate guide to the comparative strength of the various 
air-line routes may be obtained by analysis of the passenger traffic 
surveys made by the Civil Aeronautics Board each March and Sep- 
tember. These surveys attempt to summarize for those sample months 
the movement of passenger traffic between every point served by air 
lines in the United States. These surveys show the points between 
which passengers travel and, while they do not summarize mail, ex- 
press, or freight movements, experience with transportation indicates 
that the movement of passengers bears a striking correlation to mail 
traffic movements and to movements of merchandise freight and ex- 
press of the kinds the air lines handle. 

It is interesting how these surveys show the importance of relatively 
few cities as traffic generating points and how few pairs of cities 
among the many thousands carry a large percentage of the traffic. The 
survey made for March, 1949, for example, showed that only 10 of 
430 cities served by domestic trunk line, feeder line, and territorial 
carriers generated 53 per cent of the passenger miles, that 50 cities 
generated 84 per cent of the passenger miles, and 100 cities accounted 
for 93 per cent of the passenger miles.'* Similar results are shown in 
other survey months. With respect to the concentration of traffic on 
relatively few routes, the traffic surveys for September, 1948, and for 
March, 1949, covered 14,859 and 15,532 pairs of cities, respectively. 
Of the approximately 15,000 pairs, 100 pairs, or much less than one 
per cent of the total pairs, accounted for 47 per cent of the passenger 
miles in March, 1949, and only slightly fewer in September, 1948. 

The importance of having the high traffic density pairs of cities on 


“See Civil Aeronautics Board, Airline Traffic Survey, March, 1949, Vol. I, p. 2. The 
top ten cities in March, 1949, were New York, Chicago, Los Angeles, Miami, San Francisco, 
Washington, Boston, Detroit, Seattle, and Dallas. Note that the domestic trunk-line carriers 
served 324 of the 430 points covered by the survey, although they served all but 7 cities 
(S of these being outside the Continental United States) in the top 200 cities which 
generated 98.2% of the passenger miles. 
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VI.—PAssENGER MILE POTENTIAL OF Ark CARRIER ROUTES: 
Domestic Trunk Live Arr CARRIERS 
As MEAsuRED BY INTERCITY Route Trarric oF Top RANKING Parrs oF CITIES 


Ratio of 


Passenger | Actual 
um- . | Sassenger | Miles of | to Pro- 


| ber of | Passenger | Miles to 

| Top 97 | Miles of |) 

| Pairs of | Top Pairs | | Based on Tw , tial 
Cities Served ‘ Equal Survey | Passen- 

Served | (000,000’s) | ~. | Proration Months ger 


(000,000’s) | ((00,000’s) | Miles 


| 
Sixteen Trunk Air Lines | 978 502.8 

| 


Large Air Lines 
American ; 269.5 
United 256.9 
Trans World d 207.9 
Eastern 143.8 


Medium Air Lines 
Northwest 
Capital 


Medium Small Air Lines 
Delta 
Braniff 
National 


Small Air Lines 
Western 
Chicago Southern 
Midcontinent 


Very Smal! Air Lines 
Northeast 
Continental | 
Colonial 5.8 


Inland 


* Although Civil Aeronautics Board Surveys summarized top 100 pairs of cities, two pairs 
in September and four in March were excluded since they were not served by a single 
domestic carrier. 

Source: Civil Aeronautics Board, Air Line Traffic Survey, Vol. 1, September, 1948 and 
March, 1949, 


a carrier’s routes cannot be overestimated. Heavy travel brings favora- 
ble load factors, particularly where aircraft can be scheduled non-stop 
between the high traffic generating pairs of cities. For if the volume of 
traffic (and the route structure provided by the Civil Aeronautics 
Board) permits adequate schedules on a non-stop basis, a carrier’s 
load factor is not held down by the inevitable loss of revenue space 
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when passengers must be accommodated en route. It is a difficult 
enough job to schedule seats to meet, at reasonably good load factors, 
the variation in passenger demand by days of the week and times of 
day. But when, in addition, the variations occasioned by trying to 
piece passenger trips together on a multi-stop schedule are added to 
variations of time, the task of giving service and of maintaining a 
profitable load factor is difficult indeed. Just as most of the top 50 
or 100 pairs of cities lend themselves to high volume, non-stop, 
scheduling, most of the other 15,000 pairs of cities require many-stop 
scheduling between points of low traffic density. 

A measure of the relative strength of the sixteen domestic trunk 
line air carrier routes can be obtained from the data summarized in 
Table VI. As might be expected, the four largest carriers have by far 
the strongest routes, as measured by the number of the top traffic 
generating cities on their routes. And American’s and United’s routes 
are noticeably stronger than the routes of Trans World and Eastern. 
The route strength of the Big Four is apparent not only in terms of the 
number of the top-ranking pairs of cities on their routes, but also in the 
average volume of traffic these pairs of cities handle. 

Certain other factors of interest appear from this analysis. Except 
for Eastern, the four largest air lines have more than the industry 
average of 2.2 carriers serving each of the major pairs of cities, while 
most of the smaller carriers operate over route segments served by 
fewer carriers. To the extent that these top 97 pairs are indicative, 
and they certainly represent the most competitive portions of the 
entire air-line route structure, this would seem to mean that the basic 
problem of the domestic air lines is not air carrier competition. To be 
sure, less competition than that which now exists would help any air 
line, but the element of competition cannot explain why the four largest 
carriers appear to have the elements necessary for financial self- 
sufficiency while the twelve other carriers do not. With the exception 
of Capital Airlines, which obviously has a high degree of competition, 
these facts do not support the thesis, sometimes advanced, that the 
principal problem in reaching air-line self-sufficiency is the degree of 
intercarrier competition."* 

The data summarized in Table VI indicate how some carriers must 
obtain a disproportionate number of their passenger miles from the 
smaller traffic generating route segments. The ratio of total passenger 
miles carried by all the air lines during the two survey months to the 
number carried over the 97 pairs studied was 2.1. For the industry as 
a whole, this ratio indicates that approximately 47 per cent of the 


* See, e.g., Gill, F. W., and Bates, G. L., Airline Competition (Boston: Harvard Business 
School, 1949), pp. 618ff. 
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passenger traffic was obtained from the top-ranking pairs of cities. 
Since the potential traffic for each air line has been calculated on the 
basis of the passengers carried between the top pairs on its route and 
the average number of carriers serving the pairs on each route, a ratio 
of actual traffic less than 2.1 for any carrier indicates either that it 
has more than a proportionate number of the top-ranking pairs on its 
route, or that the air line has been unable, because of inadequate 
service or marketing practice, to obtain its fair share of the traffic. 
Conversely, a ratio higher than 2.1 indicates either that the air line 
does not have its proportionate share of the highest density traffic 
pairs, or that it has greater effectiveness than others in its sales pro- 
motion or quality of service. 

In most cases where the smaller air lines had higher-than-average 
ratios (and two of these—Continental and Inland—got none of their 
traffic from the top pairs), the reason has been the relative fewness 
of top-ranking pairs and the greater number of weaker air-line route 
segments. Interesting exceptions during the period studied were 
National and Western, whose low ratio of actual traffic to their pro- 
rated share was not due to a high number of the most productive 
traffic pairs, although for their size these were somewhat above the 
average, but rather to a lack of ability to compete effectively in the 
good markets in which the Civil Aeronautics Board has allowed them 
to operate. Likewise of interest was Trans World’s position among 
the Big Four, this air line not getting its share of the traffic between 
the important traffic generating points. As is well known, the some- 
what poorer showing of these carriers is an indication of their inability, 
at the time of the surveys, to offer a volume of first-grade service 
largely because of shortages of equipment, shortages which have re- 
cently been or are being at least partially corrected. 

In any case, the survey data support the belief that the real differ- 
ence among carriers, which tends to give the four largest the most 
promise of financial self-sufficiency and the other carriers less promise, 
is in the character of the market facing them. The differentiating factor 
appears not to be competition, but rather the size and density of the 
traffic generating routes which they may serve. This is a matter of 
route structure, which in turn is a matter of government policy as 
exercised by the Civil Aeronautics Board. Given a route structure like 
that enjoyed by American or United, with a good number of the high 
traffic density pairs of cities on it, and with little more than half of the 
traffic from among the lower density route segments, it appears that an 
air line may become financially self-sufficient, if that air line has a 
fair degree of cost control and a reasonably effective management. 
Bring to bear, in addition, the type of cost control practiced by Eastern, 
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National, and Western and an air line would be able to operate 
profitably without the benefit of government subsidy. 


Meeting the Problem of Inadequate Markets: Revision 
of Route Structure through Mergers 


In most businesses faced with the kind of market problem which 
holds so many of the domestic trunk line carriers in the vise of subsidy, 
the solution would be a matter of business policy. Uncontrolled busi- 
nesses would attempt to obtain a more effective market either through 
an increased sales coverage, a larger sales promotion program and 
advertising budget, or through merger with another firm or firms 
with the desired marketing outlets. In an industry like the air-line 
business where the market is prescribed by public authority, the answer 
must be obtained by recognition of the problem by the government 
agency concerned, by the development of a plan for solving the prob- 
lem, and by devising procedures to make the plan effective. This is 
the proper approach for the Civil Aeronautics Board, as the govern- 
ment agency responsible. And it should appeal to political and busi- 
ness leaders who feel that government subsidy of an industry should 
be resorted to only after other measures fail. 

So far as the domestic trunk air lines are concerned, there appear to be 
several alternatives open to the Civil Aeronautics Board: (1) it may 
continue the practice of subsidizing the majority of trunk air-line 
companies; (2) it might open the high density traffic routes to the 
weaker carriers; (3) it might redraw the domestic air-line route 
structure to develop fewer companies sharing in the good and poor 
traffic routes so that each carrier might have a market which could be 
served profitably; or (4) it might force upon the existing carriers a 
program of mergers which would accomplish the essential objective 
of redrawing the air-line route structure. In every one of the alterna- 
tives, except possibly that of continuing the present program of air-mail 
subsidy, it is assumed that the Board would re-examine the need for air 
service to a large number of points for which traffic demands or the 
needs of national defense or public welfare do not require air service. 
When, in March, 1949, approximately 200 of the 324 cities served 
by the domestic trunk line air carriers accounted for 98 per cent of the 
passenger miles carried, there is evidence that air service has perhaps 
been too generously handed out by the Board ‘in its route cases of 
recent years. 

Among the alternatives open to the Board, one cannot accept the 
present subsidy policies even as a last resort. Subsidized contractors 
operating for the government must occasionally be accepted as a 
matter of public policy; and it may be that, if local air transport to 
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small cities is regarded as essential for the public good, government 
air transport contractors may have to be accepted as a part of the 
air transport industry. But, where possible, private business should be 
encouraged to stand on its own feet, and the dead and restrictive hand 
of subsidy removed. 

The second alternative advanced, whereby the good markets should 
be opened to the weaker carriers, spells a program of increased and 
perhaps destructive competition. Such a policy is, of course, unac- 
ceptable. It would result either in a weakening of the industry with 
danger to public safety and welfare, or in survival of the strongest with 
the dangers associated with monopoly. 

To attempt to redraw the domestic air-line route structure and, 
in effect, start over, would so completely disrupt the industry that 
it cannot be taken as a plausible alternative. Such a step, even assum- 
ing that the planning can be done, could not be accomplished gradually 
and would be far too difficult to undertake without interfering with 
efficient operation, capital investment, and continuous service. 

The fourth alternative, that of devising and forcing a program of 
mergers, while not easy, appears to be the most fruitful course to 
pursue in removing the primary obstacle to a self-sufficient domestic 
air-line industry. For if the problem of the trunk line air carriers is 
that only those carriers with access to a number of the high density 
traffic routes can be expected to make enough money to cover their 
costs in normal times, without subsidy, the policy which the Civil 
Aeronautics Board should follow seems clear. 

In the first place, the Board should develop a plan. This plan should 
not be based upon the premise of cutting up the currently large and 
successful air lines, but rather of merging the smaller air lines into a 
few large systems or with one of the Big Four. Moreover, in some 
cases, additional route mileage might be granted if necessary to weld 
an effective system together, although this measure should be used 
sparingly so as not to increase competition unduly on the profitable 
route segments of the domestic air travel pattern. 

A starting point could be the present routes of the Big Four, which 
appear able to operate without mail pay subsidies. As can be noted 
by making a few calculations from the data included in Table VI, 
the four largest carriers have a prorated traffic potential among the 
top 97 pairs of cities covered in the September, 1948, and March, 
1949, surveys of 381.7 million passenger miles of the total of 502.8 mil- 
lion. This would indicate that the remaining twelve air lines draw only a 
total of 121.1 million or 24 per cent of the total. Similar percentages 
come from 1949 and 1950 traffic statistics when the twelve smaller 
air lines handled only 26 per cent and 27 per cent, respectively, of 
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the revenue ton miles of traffic carried by the domestic trunk line 
industry. If the character and size of the routes of the Big Four are 
any criterion, these data indicate that a recast industry could not well 
support many more than a total of six companies, all of the approxi- 
mate size of the four largest carriers. These companies might well be 
comprised of four transcontinental carriers and two north-south 
carriers operating in the eastern half of the United States. 

A plan for consolidating the existing sixteen lines into six strong 
lines could be undertaken without reducing competition on most of the 
important traffic segments. An air-line system of four transcontinentals 
and two north-south lines would doubtless result in increased competi- 
tion in major segments like Los Angeles and San Francisco to Chicago 
and might put a second carrier in such markets as Los Angeles— 
Denver—Chicago. Any reduction of competition which might result 
would be slight and would certainly not affect the over-all competitive 
level of air-line service. With such a merger program, however, there 
would almost surely be some .uction in competition between pairs 
of cities of light traffic density, although this reduction would not be 
large nor serious since these low density route segments are often 
served by a single trunk line carrier now. 

After developing a plan for consolidations based upon the premise 
of developing a few strong routes, the Civil Aeronautics Board must, 
as a second major step, devise methods for forcing the adoption of 
the desired mergers. A voluntary system would doubtless accomplish 
something, for there are many strong motives for effective air-line 
consolidation. It is true that there has not been a single major air-line 
merger affecting in any material way the trunk line route structure 
since the Civil Aeronautics Act was passed in 1938. Merger plans 
have been announced on a few occasions and other merger plans have 
been developed, but all major plans have been dropped, largely be- 
cause of the unsympathetic attitude of the Civil Aeronautics Board. 
But, now, if the Board came out with a suggested plan of mergers which 
promised economic advantage, and indicated that it would look favora- 
bly upon merger proposals along the line of its plan, it is believed that 
some mergers might be developed which would help the air-line route 
structure. 

But there is little more reason to expect that a voluntary con- 
solidation plan would be more successful with the air lines than it was 
with the railroads some thirty years ago. So long as there is no com- 
pelling economic necessity for mergers, the managements of the twelve 
smaller air lines—many of whom are pioneer founders—cannot be 
expected to give up their positions and independence by agreeing to 
merge into a larger company. However, the reason there is no com- 
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pelling economic necessity, at least in fairly normal traffic times, is 
that the government has continued to pay the bill through its air-mail 
subsidy. 

Consequently, air-mail payments should furnish the Civil Aero- 
nautics Board a strong stick to use in forcing desirable mergers. By 
threatening to withhold the subsidy element involved in mail pay, 
unless merger plans were worked out substantially in accordance with 
a plan by a reasonable time, the Board could surely compel desirable 
consolidation. Moreover, such use of its power to fix mail pay does 
not appear to be an abuse. The Act of 1938 directs the Board to 
consider, among other things, in fixing mail pay, such factors as 
economy and efficiency and the reasonable needs of the public for an 
adequate and economical air transport system. Surely if a program of 
well planned and selected mergers shows promise of bringing the trunk 
line carriers to a position of self-sufficiency and does not materially 
reduce competition or the volume of service, the Board is really com- 
manded under the law to take a strong stand. 
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COST OF PRODUCTION, PRICE CONTROL AND SUBSIDIES: 
AN ECONOMIC NIGHTMARE 


By Harry GUNNISON BROWN* 


In recent decades the attention of economists interested in value 
theory has been largely turned away from a consideration of cost of 
production in the sense of “opportunity cost” toward consideration of 
the so-called “cost” of production to the individual company or “firm.” 
Emphasis is put on the “marginal cost curve” and the “marginal 
revenue curve” and these are used to express graphically the hypothesis 
that the “firm” will tend to increase its production up to but not beyond 
the point at which “marginal cost” is as great as “marginal revenue.” 

Possibly a principal reason for this new emphasis by teachers and 
writers of economics is the great expansion in collegiate training for 
business. For such expansion would bring, presumably, a desire to give 
more attention to matters that seem to relate to the “practical” de- 
cisions of business executives. 

In this paper I want to distinguish between the outlays of the “firm,” 
as such, and those alternative opportunities which make up the cost or 
costs of production in their effective supply-determining sense. I am 
not greatly concerned with the question of definition. I admit the 
right of others to define “cost” or “costs” of production as they like. 
But I believe there are very real advantages in using the expression 
“cost of production” in a sense that fits in with and is helpful to a de- 
mand and supply analysis. And for such analysis, “firm” outlays are 
not the important causative influences. To get at these we must direct 
attention to the alternative employment possibilities of each separate 
worker, each separate piece of land, each bit of capital equipment. 

I strongly suspect that the logical justification for this view is not 
anything like generally understood by economists. Perhaps the great 
majority of economists do not understand it. If so, explanation is 
especially important. 

Suppose, to begin with a relatively simple case, we consider a firm 
engaged in the production of wheat. This “firm” could be an indi- 
vidual proprietorship, a partnership or a corporation. For our purposes 
it does not matter which. The “firm” employs a number of workers, 
the various pieces of land embraced in the farm (and perhaps some 
land not thought of as part of “the” farm), and such buildings, fences, 


* The author is professor emeritus of economics, University of Missouri. 
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machinery, fertility and other forms of capital as the operator thinks 
desirable. Wages are paid to the workers, interest is paid for the use 
of capital, land rent is paid to the landlord or landlords for permission 
to use the land. Are all these outlays to be regarded as costs in the 
sense that they are necessary payments to maintain the production? 

The answer is in the negative. Consider first the rent of the land. 
The “firm” is, indeed, in competition with other wheat producers 
for the use of good wheat land and must pay as much for it as is neces- 
sary to meet this competition. But what if the demand for wheat should 
become less and, therefore, the price of wheat should fall? Would not 
the bidding of rival wheat producers to use this land decline? If so, 
could not our assumed “firm” offer a lower rent to the landowner and 
still be as certain of having the use of the land as he was previously 
at the higher rent? 

This might indeed be the case and, therefore, it does not at all 
follow that the outlays the firm is obliged to undertake to outbid a 
rival or rivals in the same business are a necessary cost of keeping the 
land in that business and, therefore, continuing to get wheat from 
the land. 

On the other hand, as could easily be the case, the land might be 
so productive for a different crop, e.g., oats, potatoes or sugar beets, 
and some tenant, therefore, willing to pay enough rent to use it for 
this different crop, that at a slightly lower price for wheat the land 
would be rented to the tenant who would use it for the other crop. (This 
might or might not be the same tenant who, at the high wheat price, 
would use it to produce wheat, for all users are certainly not equally 
good in all lines of production.) The amount which must be paid to 
keep the land in this imstead of an alternative line of production, és 
cost of production in a sense significant for a study of the supply and 
demand and the price of wheat. 

But we cannot assume that all the land used for the production of 
wheat by a particular farm or farming company is equally productive. 
Nor, even if it should be, can we conclude that all of it is equally good 
for some alternative crop. If we suppose that on the particular farm 
there are ten separately fenced-off fields used for wheat and if we go 
so far as to suppose that these fields are equally good for the raising 
of wheat, the land rent cost of producing wheat on these separate fields 
may still be different. Perhaps field A is so poor for any other use that 
even with a pretty low price for wheat it would still be used for that 
purpose. The wheat attributable (“imputable’”) to the use of that 
field is, comparatively speaking, low-cost wheat. Field G, on the other 
hand, may be so good for the production of (say) sugar beets that 
even a very slight fall in the price of wheat would cause it to be diverted 
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to the production of sugar beets. If the present tenant does not know 
how to produce sugar beets, the owner may rent it to another tenant 
who does. Wheat raised on field G is, comparatively speaking, high- 
cost wheat. 

So far as the land rent is concerned, then, we cannot say that the 
farmer or the farm company or the farm firm is either a low-cost or 
a high-cost farm or company or firm. In the sense in which cost re- 
lates clearly and simply to the conditions of supply and to a supply and 
demand analysis, there is no one cost for a particular firm. Part of each 
firm’s production may be low cost and part, high cost. 

Now let us turn to the matter of labor and wages. Here again, the 
cost of production, in the only sense directly relevant to a supply and 
demand analysis is the amount necessary to get and keep the “factor” 
(in this case, labor) in the particular line of production. And so here, 
again, such cost must be reckoned in alternative possibilities, and not 
in mere outlays. 

The workers engaged in the production of wheat may be unevenly 
productive and may be receiving varying wages for their work. But 
we shall here assume that they are equally productive and are receiving 
equal wages. Still, the cost of production of the wheat produced by 
some will not be the same as the cost of that produced by others. For 
their alternatives will, presumably, not all be the same. Though all 
may be receiving, say, $8 a day, K might be ready to quit and go into 
an alternative line if his wages in the wheat fields should go down only 
to $7.99, while Q might conceivably have no alternative line that would 
pay him more than $4.00 a day and would therefore remain in wheat 
production even though wheat were to fall almost, or quite, to half its 
previous price and his wages were to go down almost, or, even, quite, to 
$4.00 a day. 

This does not mean that any firm could get Q on such terms so long 
as the price of wheat remained high. For different companies then 
could and would bid for Q’s services, and at any wage the tiniest bit 
below the amount necessary to get K, would prefer Q to K. Thus, they 
would compete against each other for Q up to that point before hiring 
K. But it does mean that if the demand for wheat should decline and, 
therefore, its price should fall, with consequent decline in the demand 
for that particular kind of labor, the resulting lower wages would not 
necessarily cause all the workers in wheat production to quit it for 
other work. Some would quit but, unless the reduction in wages were 
very great, others would not. 

Of course, the number of young persons going into this kind of pro- 
duction might decline very rapidly even though many older workers, 
less adaptable, remained for years in the work. 
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Our general conclusion must be that with labor and wages, as with 
land and land rent, cost of production of goods must be reckoned as 
what is necessary to keep each individual worker (or each individual 
piece of land) in the given line of production. This depends on what 
they can earn in the best alternative line of production. What the “firm” 
has to pay as wages, because of the competition of othex firms in the 
same line, is not cost in the sense in which the word is here used. The 
cost of production of the wheat imputable to the labor of each worker 
must be reckoned in terms of whether that worker would or would not 
stay in that industry producing (as in this illustration) wheat for a 
lower wage than is being paid him. 

A similar analysis can be made in regard to the cost of keeping 
capital equipment—buildings, ships, the roadbeds of railroads, loco- 
motives, machinery, orchards—in any specific line. And here, as in 
the case of labor, a distinction must be made between the long run, in 
which the equipment wears out and replacement depends on a return 
high enough to make such replacement worth while, and, on the other 
hand, the shorter run, when some equipment would remain in its line 
for very little annual return, because it is so highly specialized as to 
have no practical alternative. 

It is true enough that the logical way to run a specific firm is to 
increase output up to and only up to the point where the marginal 
revenue is no longer in excess of the so-called “marginal cost” (but 
meaning marginal outlays); and, of course, to decrease output if and 
when it is discovered that excess production has made marginal out- 
lay greater than marginal revenue. But by itself this analysis is super- 
ficial as regards production in general. For it fails to stress the fact that 
there is no one cost for all units produced by a firm, that the cost of 
part of the product is low, of part intermediate! and of part high; that, 
with a reduction of demand for the product and a fall in its price, such 
outlays as wages and land rent would be likely to decrease; that with 
these lower outlays the so-called marginal “cost” for any “firm” would 
be lower; and that any one firm might be willing enough to produce as 
much as before, even at a lower price, considering its lower outlays per 
unit of goods; but that so many individual workers, individual fields 
or pieces of land, and individual units of capital equipment, would not 
remain for the lower return, as to mean less total production. 

And so the important fact for our analysis is not that. some “high- 
cost firm” quits at the lower price for the product but that some 
workers, some pieces of land (in agriculture, some fields) and some 
capital instruments quit. This might possibly involve a diminished 
number of “firms” in the business if otherwise the smaller scale of pro- 
duction would mean less economy of operation. But certainly the refer-. 
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ence to individual firms as high-cost and low-cost is, by itself, super- 
ficial. The significant matter is. that “factors” (labor, land, capital) 
quit. Hardly ever will all the labor,’ all the land, all the capital as- 
sociated in one “firm’’ quit simultaneously. Workers who do not quit 
but who have been working on land that does, will recombine with 
another piece of land (and likewise, with other capital) which does not 
transfer to another line, but some of the workers on which do trans- 
fer. 

The analysis is the same when the “firm’’ owns—instead of hiring 
or borrowing—the land or capital it uses. For management will pre- 
sumably choose to divert into another line or lines such land and 
capital as will yield more in such line or lines than in the line it has 
been in previously. Even if the economist who emphasizes “cost” to the 
“firm,” contends that in the case of land and capital owned by the firm 
itself he is not thinking about “outlays” but about some “reasonable” 
or to-be-expected return to the firm, he is missing the main point un- 
less this “reasonable” return is measured in what could be had in an 
alternative line or lines. And in any case, as regards all labor, land and 
capital hired or borrowed, he is still missing the main point. 

All this has a bearing on the contention that prices can advan- 
tageously be kept down—or reduced—by the payment of subsidies out 
of money raised by taxes, and, especially, on the claim that the ex- 
pense of the subsidies to taxpayers will be less than the gain to con- 
sumers in lower prices. The basis of this claim has been that the subsi- 
dies will need to be paid only to the “high-cost” firms. But our analysis 
has shown that much of the production of a so-called “high-cost” firm 
is actually low-cost production, in the sense that some of the land, 
labor and capital used by it would, if product price were forced down, 
nevertheless remain in that line of production for less rather than 
transfer to another line or lines. Our analysis showed, too, that a part 
of the production of a so-called “low-cost” firm is high-cost production, 
in the sense that some of the land, labor and capital used by it would be 
shifted to another line or lines rather than accept any less remunera- 
tion. Presumably, the “firm” which is said to operate at “low cost,” 
tends to employ these factors as Jong as there is any gain to the owners 
and operators of the firm—or up to the point where there is no longer 
any gain—and, therefore, could not normally employ as much of each 
and all of them at a forced reduction of product price. In short, the 
effort to distinguish “firms” of the “high-cost” variety from “firms” 
of “low cost” and to base policy on this distinction is utterly super- 

* The concerted quitting characteristic of the strike of labor is a not uncommon phenom- 


enon of our industrial life. But it does not invalidate the principle stated. In fact, the 
principle operates not only where labor is unorganized but also where it is organized. 
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ficial and leads only to confusion and to unwise legislation and ad- 
ministration. 

To illustrate, suppose we consider the proposal sometimes made— 
and sometimes acted upon, e.g., during World War I[—that prices 
in specific lines be kept down through the pay nent of a subsidy to pro- 
ducing “firms” by government. This was done in various lines during 
World War II, was defended by President Roosevelt as necessary and 
effective and is currently part of the administration program. The 
thought is that if (say) milk would sell in an unsubsidized market at 22 
cents a quart, a subsidy from government of 4 cents a quart would 
enable the producers to sell the same quantity for 18 cents a quart. 
The consumer, as such, would pay the 18 cents. The government would 
pay 4 cents. 

Assuming this 4 cents a quart to be paid by taxation, it should be 
clear enough that, collectively, the people are still paying 22 cents a 
quart, thovgh some taxpayers will then probably be paying, in part, for 
the milk consumed by other families than their own.’ 

But when it is pointed out that the 4 cents paid by government out 
of taxes is just as much a cost as if paid by consumers directly, the re- 
joinder is made that the 4 cents does not need to be paid to all 
firms but only to the “high-cost” firms, and that there is thus an 
“economy” in the subsidy system. 

As we have seen, however, it is impossible thus to divide firms into 
“high-cost” and “low-cost” firms. The significant costs are costs for 
getting and keeping the factors of production—land, labor and capital 
—in the given line. And these costs are not the same for the various 
workers or for the different pieces of land used or for each of the 
various units of capital equipment. If, therefore, there is any logic at all 
in the paying of subsidies to hold down or bring down the prices of 
specific goods and if it is desired to pay these subsidies only for the 
really high-cost part of the supply, then the subsidies should be paid 
to some workers but not to all, to the owners of some land but not to 
all, etc. 

But let us see what this more truly /ogical application of the subsidy 
plan for the “high-cost” part of the output would mean. To do this, let 
us return to our assumed alternatives for workers in the wheat fields 
(for the principle is the same whether the product is wheat, or is milk, 
butter and cheese). The worker who, because he could make an equal 
income in another line, would not remain in the wheat business (or 
the dairy business) for less than $8.00 a day, is “high-cost” labor, and 

*If the subsidy should be paid, for example, by a new issue of paper money, there would 


also be price level inflation; but it would still be true that, collectively, the people would 
be paying for what they received. 
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if the price of the product is to be kept down to where he would not 
get the $8.00 from consumers as such, he must receive a subsidy from 
taxes so that he can still realize his $8.00 and will still remain in the 
given line. But for the equally efficient worker in this line who could 
not make more than $4.00 in another line and who would, therefore, 
stay where he is despite regulation lowering the price of the product— 
for him no subsidy is required. And the only way to have this so-called 
“economy” is not to give him the subsidy. 

Thus, the payment of a subsidy to the one worker and not to the 
other would mean that one of the two workers—and it could be 160 
out of 200—though equally efficient and productive and thus rendering 
equal service, would have to be grossly discriminated against. If the 
price were regulated to half the normal market price, the worker dis- 
criminated against would receive only $4.00 a day. The other, being 
subsidized, would receive $8.00 a day for no greater production or 
service. That such a subsidy system would arouse great resentment is 
sufficiently obvious. 

In a system of truly free markets, the worker who cannot change 
to another line without substantial loss, is protected against having 
his wages greatly reduced on that account by the fact that many others 
can and will change if wages in the particular line greatly fall. The 
subsidy system deprives him of this protection. 

There is also to be considered, of course, the administrative im- 
possibility of such a system of subsidies. How shall we know which 
of 1,000 or 100,000 workers would change permanently to another line 
if their wages should be reduced and which of them would not? Any 
of them might say he would, if that would get him a subsidy other- 
wise not obtainable. But, in fact, most of them probably do not them- 
selves know until finally faced with the actual problem, under just 
what pay conditions they would or would not change their line of work. 

It seems unnecessary to repeat the argument of the last four para- 
graphs, in its application to land and to capital. The reader who has 
followed the analysis up to this point should have no difficulty in seeing 
how it applies to these other factors of production. 

Since some natural resources—e.g., a rich mine of coal, copper or 
silver—which yield high rent (or royalty) in one line of production, 
are entirely or almost entirely useless for any other production, it will 
perhaps be urged that the price of the particular product should be 
held down and that then the owners of such natural resource will 
just have to take a lower rent or royalty, to the clear gain of consumers. 
Or, if the operating company itself owns the resource, it will have to 
accept a lower “profit”—although the income from the resource, as 
such, is really no less a rent or royalty, imputable to the resource, than 
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if it were owned by a private individual who received monthly, 
quarterly or annual checks from the company for its use. 

But to hold the price of the product down by force would mean that 
the price was also reduced on such parts of the product from this 
rich mine itself as are produced at the “intensive margin” and, like- 
wise, on such parts of the product as are produced from poorer—in- 
cluding marginal—mines. Then some, at least, of the labor and capital 
used in both cases referred to would probably quit rather than accept 
any lower return and, short of compulsion, would remain in the busi- 
ness only if subsidized. 

Such holding down of the price by subsidization would not only 
arouse resentment from some workers, as indicated above, but would 
tend strongly to encourage a larger use of the product as compared 
with other goods, at, of course, the expense of taxpayers. Unless a 
rationing system forcibly held down demand, the amount of these 
goods consumed, as compared with other goods, would be larger than if 
marginal costs were covered by prices to consumers instead of being 
partially covered by taxes. The economy would be thus more largely 
a directed economy and less an economy based on voluntary choice. 
To a considerable extent, in fact, the so-called non-communist world 
has been moving toward a directed economy and away from the free- 
dom in which its “leaders” pretend to believe. 

If any advocate of a directed economy is inclined to take satis- 
faction from such a possible case as this, in the thought that rents or 
royalties (including “profits”) to owners of natural resources would 
thereby be reduced, it can be pointed out to him that such reduction 
could be accomplished through taxation of the unearned gains from 
natural resources and sites, without disturbing effects on the operation 
of a free-market economy. Such taxation could—and should—be gen- 
eral on all land values rather than discriminatory on the land which 
has only one advantageous use. It would not substitute regimentation 
and control for the normal operation of the private enterprise system, 
but would, in ways that have been frequently pointed out, remove 
obstacles to its most effective operation and conduce to strengthen 
and maintain it. 

The subsidy policy of World War II was an outgrowth of a rising 
price level which was itself a consequence of failure of government to 
balance its budget. Since taxation—plus individual investment in gov- 
ernment bonds from saving—did not provide the desired funds, and 
since Congress would not levy taxes nearly sufficient to do this, there 
was resort to inflation of the circulating medium, through extensive 
financing of the war by borrowing from the banks. Then, although 
rigid price regulation had been held out as the remedy, the administra- 


134 THE AMERICAN ECONOMIC REVIEW 


tion decided that there must be not only regulation but also subsidies. 
Subsidies were demanded as the necessary means of making regulation 
effective. Yet such subsidies meant additional expenses when expenses 
were already far outrunning tax revenues. Such additional expenses 
must then require still further borrowing from banks and bring about 
still further inflation of the circulating medium, with a resulting in- 
creased upward pressure on average costs and prices. That so many 
of the “intelligentsia” and so many “good” organizations supported 
the subsidy idea (and that two successive administrations have em- 
ployed and defended it) would appear to be significant evidence of 
the general economic illiteracy. 
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COMMUNICATION 


The Effects on Trade of Shifting Reciprocal Demand Schedules* 


The purpose of this note is to restate, with certain elaborations, a well- 
known proposition, first formulated by Marshall,’ concerning the comparable 
effects on international trade of iso-elastic shifts in reciprocal demand 
schedules of different elasticities. Marshall’s rule was criticized in some respects 
by Graham,’ who later was supported by Viner;* but Duncan,* among others, 
pointed out that Marshall was correct on his own definition of “increased 
demand,” which was not identical with that of Graham and Viner. In dis- 
tinguishing the Marshall type of shift of the reciprocal demand schedules 
from the Graham-Viner type, two points will be discussed below: (1) Viner, 
following Marshall and Graham, assumed that the various reciprocal demand 
schedules of countries E and G were elastic, and largely in order to include 
cases of inelastic demand in the Marshallian problem, it is desirable to alter 
Duncan’s correction of Viner’s exposition; (2) Viner’s type of diagram differs 
somewhat from that of Marshall, and we shall translate the argument of 
Viner into a straight-line version of the Marshaliian curves. 


I 


Marshall states the following rule,® in the case of a general increase in E’s 
demand for G’s goods: 


The more elastic the demand of either country, the elasticity of the 
demand of the other being given, the larger will be the volume of her 
exports and of her imports; but the more also will her exports be en- 
larged relatively to her imports; or, in other words, the less favorable to 
her will be the terms of trade. 


*The author wishes to acknowledge the suggestions and comments of the following 
at various stages in the preparation of this note: Lionel W. Mackenzie, Robert H. Strotz, 
Jacob Viner, and Lloyd A. Metzler. The work was completed while the author held a 
fellowship of the Social Science Research Council. 

* Alfred Marshall, Money, Credit and Commerce (London, Macmillan and Co., Limited, 
1923), pp. 177-78, 342-44. 

*F. D. Graham, “The Theory of International Values,” Quart. Jour. Econ., Vol. XLVI 
(1932), p. 601. 

*Jacob Viner, Studies in the Theory of International Trade (New York, Harper and 
Brothers, 1937), pp. 543-46. 

*A. J. Duncan, “Marshall’s Paradox and the Direction of Shift in Demand,” Econo- 
metrica, Vol. VI (1938), pp. 357-61. See also D. H. Robertson, “Changes in International 
Trade and the Terms of Trade,” Quart. Jour. Econ., Vol. LII (1938), pp. 539-40; 
A. K. Dasgupta, “The Elasticity of Reciprocal Demand and Terms of International 
Trade,” Indian Jour. Econ., Vol. XXII (1941), pp. 169-70; J. L. Mosak, General- 
Equilibrium Theory in International Trade (Bloomington, Principia Press, 1944), pp. 
85-86. 

* Marshall, of. cit., p. 178. 
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Graham and Viner agree that the rule holds for G’s trade and terms of trade, 
but not for E’s. 

Viner, again supposedly following Marshall, assumes that “when a re- 
ciprocal demand ‘increases,’ it shifts to the right by a uniform percentage at 


6 


all points of the original curve.’ Viner is not, however, following Marshall’s 
technique on this point.’ For in Viner’s diagram a shift of E’s curve uni- 
formly proportionally “at all points” means “at all prices”’—there is a 
given proportional increase (at all prices) in E’s exports and imports; for 
Marshall, it means “at all amounts of G’s commodities”—there is a given 
proportional increase (at each level of E’s imports) in E’s exports.* In short, 


* Viner, op. cit., p. $43; cf. Marshall, op. cit., p. 342. 

"Viner has acknowledged his misinterpretation of Marshall's diagram. “Indemnity 
Payments and Gold Movements: A Reply,” Quart. Jour. Econ., Vol. LIII (1939), pp. 
316-17. 

“In terms of the usual kind of (straight) demand curve, the difference in the shifts of 
Viner and of Marshall is this: for Viner, the original and the increased curves would have 
the same intercept on the vertical (price) axis, and for Marshall, both curves would have 
the same intercept on the horizontal (quantity) axis, with the increasing curve rotating 
from the common intercept in both cases. 

For a given percentage increase in an elastic E-curve, if the Viner reciprocal demand 
shift is constructed with a Marshall shift on the Marshall-type diagram, Marshall's in- 
creased curve lies to the right of Viner’s shifted curve. See note 13, below. 
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an equi-proportional shift for Viner is an iso-elastic shiit with respect to price ; 
for Marshall, it is an iso-elastic shift with respect to quantity. Although it 
has not been so stated in the literature, an iso-elastic shift of some kind is 
the significant kind of movement, for we wish to determine the effects of a 
shift of a curve of given elasticity. 

Since Marshall’s procedure involves an increase of E’s exports for a given 
quantity of G’s exports, which constitutes a fall in the relative price of E’s 
commodities, Duncan states that Viner, in wishing to restate Marshall’s 
proposition, should have shifted his E-curve vertically downward instead of 
horizontally to the right.* Now, so far as just the export ratio of the two 
countries is concerned (or the import-export ratio of either country), an 
increase in E’s demand could be represented by maintaining I’s exports and 
reducing G’s exports, or by holding G’s exports constant and increasing E’s 
exports. The latter method is Marshall’s. Duncan, who is attempting to re- 
state Marshall’s solution with a Viner-type diagram, inexplicably uses the 
former method. His version of Viner’s figure is correct on that basis, but by 
assuming that E’s exports remain constant while the terms of trade vary, it is 
not possible to analyze the Marshallian problem involving an inelastic G- 
curve.*° If Marshall’s approach is used, i.e., increasing E’s exports and 
maintaining constant E’s imports, by moving the increasing E-curves along a 
rectangular hyperbola, it can be seen that some of Marshall’s stated con- 
clusions do not obtain for E when the G-curve is inelastic. (The same demon- 
stration can be made on Marshall’s own diagram, of course.) 

In Figure 1, R is constructed as a rectangular hyperbola, so that at any 
point on R the quantity of E’s imports (G’s exports) remains constant al- 
though the terms of trade change. G is an elastic curve, and G’ is inelastic. 
The e and e’ curves are more elastic than E and E’. With the elastic G curve, 
an increase in E’s demand causes E’s exports and imports to be greater and 
her terms of trade to be worse the more elastic the E-curve; and, with a 
given increase in E’s demand, the more elastic the G-curve the greater is G’s 
trade and the worse her terms—which are Marshall’s conclusions. However, 
with the inelastic G’ curve, not all of Marshall’s conclusions hold for E: 
the more elastic is E’s curve, the smaller the change™ in her trade, and the 
better her terms. With Duncan’s alteration of Viner’s diagram, it would 
appear that the more elastic is E’s curve, the worse is E’s terms of trade and 
the larger her exports even when the G-curve is inelastic; and, again in 


* Duncan, op. cit., p. 360. In Figure 1, E’ and e’ would intersect directly below the 
intersection of E and e. In Viner’s figure, the new intersection is directly right of the old, 
i.e., at the same price level 

“Not only is Duncan’s procedure inadequate in cases involving an inelastic G-curve, 
but, even though the E-curves be shifted in such a way as to give the same terms of 
trade when either method is followed, the magnitudes of the imports and exports involved 
will depend on the method employed. 

"When the change in trade is an increase, we may restate Marshall's conclusions in 
terms of the relative magnitudes of movements. Viner uses this terminology, and Graham 
suggests that Marshall shoud have done so, at least in speaking of the terms of trade. 
However, G’s exports decrease when G's curve is inelastic; thus, E’s imports show less 
change from their original total and are greater the more elastic is E’s curve. 
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contrast to Figure 1, his figure indicates that E’s imports, with an inelastic 
G-curve, would be smaller the more elastic the E-curve. 


II 


Viner, it is seen, prefers a diagram in which one commodity is represented 
on the horizontal axis and the price of that commodity in terms of the 
foreign commodity is represented on the vertical axis. Marshall employs a 
diagram in which the axes each represent the total quantity of one or the 
other of the two commodities. In short, Viner prefers a diagram in which 
a direct reading of terms of trade can be made, rather than one in which 
a direct reading of total amounts traded by both countries and of approximate 
elasticities of both curves can be made.*? We shall now use Marshallian curves 
to present Viner’s concept of the problem. 

In Figure 2, curve G’ represents an elastic G demand curve, and £ and EF’ 
are elastic E-curves. The problem calls for E’, the increased E demand, to be 
iso-elastic to E with regard to price: at every price, the difference in the 
quantity of imports demanded (and exports supplied) between the two curves 
is the same proportion of the original quantity demanded as at every other 
price. Therefore, when the curves are straight lines, E’ is parallel to E. 
Considering the curves in their entirety, E and E’ would not normally be 
parallel, for they would pass through the origin. But at any price, the slope 
of E will equal the slope of £’; i.e., the tangents to the curves at the respective 


* Viner, op. cit., pp. 541-42. 
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Ficure 3 


points cut by the price line will be parallel.’ 

We start, in Figure 2, with EZ intersecting a G-curve so that G’s exports 
are ON and her imports are OM; now the E-curve shifts iso-elastically to E’ 
and intersects alternative G-curves of different elasticities. Marshall, Graham, 
and Viner presumably would agree that we have the following results for 
country G: 


The more elastic the G-curve: (1) the greater is the increase in G’s 
exports (i.e., ON” > ON > ON’), or the less the decrease (if the G- 
curve is inelastic), irrespective of the elasticity of the E-curve; (2) the 
greater is the increase in G’s imports, if the E-curve is elastic (i.e., 
OM”’ > OM” > OM’), or the smaller is the increase, if the E-curve is 
inelastic; (3) the smaller is the amount of favorable movement in the 
terms of trade to G (i.e., angle POX > P”OX > P” ’OX), irrespective of 
the elasticity of the E-curve. 


In Figure 3, we have only one G-curve. E and E£’ are parallel (i.e., iso- 
elastic with respect to price) inelastic curves; e and e’ are parallel elastic 


“It is convenient to use straight-line Marshallian curves to compare the Viner-type 
increased demand of country E with the Marshall-type shift on the same diagram (cf. 
note 8, above). In the figure below, E is the original curve, E’ is the Viner-curve show- 
ing a given proportional increase, and E” is the Marshall-curve based on the same pro- 
portional increase—or, more realistically, Z, E’, and E” may be considered tangents to 
reciprocal demand curves at P, P’ and P”, respectively. Employing a measurement demon- 
strated by Marshall (op. cit., p. 337, note 1), it is evident that the three points in 
question have the same elasticity: e» = OR/OM, ey’ and ep” = OS/ON, and OR/OM = 
OS/ON. And the points on E and E’ determined by any other price-line will be equal 
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curves. E and e intersect G at the same point; now £ increases (any amount) 
to E’, and e shifts to e’. Since the problem is to compare the respective effects 
of (iso-elastic) shifts of an inelastic curve and of an elastic curve, we increase 
the elastic curve as much as the inelastic curve at the original price; i.e., E’ 
and e’ intersect OP at the same point. In contrast to Marshall, Graham and 
Viner apparently would come to the following conclusions in this case: 


The more elastic the E-curve: (1) the smaller the increase in E’s ex- 
ports (i.e., OM’ << OM”); (2) the smaller will be the increase in E’s 
imports (i.e., ON’ < ON”), or the less the decrease (if the G-curve is in- 
elastic); (3) the smaller is the movement of the terms of trade against E 
(i.e., angle > P”OX). 


It is evident, in comparing Figures 1 (the Marshall case) and 3 (the Graham- 
Viner case) that Marshall’s conclusions are the opposite of those of Graham 
and Viner when the G-curve is elastic, but they are the same when the G- 
curve in inelastic. Thus, in the problem of the effects on E’s trade of an in- 
crease in E’s demand, the basis of the difference of the Graham-Viner results 
from those of Marshall rests not only in different concepts of increased de- 
mand, but in the failure of all three to investigate the cases in which the G- 
curve is inelastic. WitiiaM R. ALLEN* 


* The author is instructor in economics at Washington University, St. Louis. 


in elasticity; similarly, the elasticities of points on E and E” at any level of E’s imports 
(G's exports) are equal. 


Similarly, in the case of straight inelastic E-curves, two curves are iso-elastic at each 
quantity of imports demanded when the curves have a common positive intercept on the 
Y-axis. 
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The Economics of Collective Action. By Joun R. Commons. (New York: 
Macmillan. 1950. Pp. xii, 414. $5.00.) 

In the final decade of his life John R. Commons devoted much of his 
time to the preparation of a statement in simple terms of the essentials of his 
economic thought. This statement now appears posthumously as The Eco- 
nomics of Collective Action, which was prepared for publication under the 
editorial direction of Professor Kenneth H. Parsons with the aid of Pro- 
fessor Selig Perlman and others. Those who are acquainted with Commons’ 
writings, especially with his /nstitutional Economics (1934), will be very much 
interested in seeing what success Commons has achieved in presenting the 
essentials of his economic thinking in a form which is more acceptable 
to the general reader. 

This final work of Commons is divided into four parts. Part I on “Economic 
Activity” deals with his major scientific interest, the growth of collective 
action and the ways in which it has transformed the free-enterprise economy 
of the nineteenth century. Collective action is analyzed by Commons in 
terms of his well-known managerial, bargaining, and rationing transactions. 
In his chapter on capitalism, Commons traces the evolution of capitalistic 
economic organization through three stages: competitive, financial, and ad- 
ministrative capitalism. He explains that in the latest stage of economic 
development the governmental or administrative agency has taken the place 
of the financier as the dominant or directing force. Part II is concerned with 
what Commons describes as “simplified assumptions.” These assumptions re- 
late to five aspects of financial capitalism under the headings of sovereignity, 
scarcity, efficiency, futurity, and custom. What Commons does in this con- 
nection is to select five distinguishing features of twentieth-century capitalism, 
and he then analyzes economic behavior in the light of these special features. 

Part III of Commons’ summary volume, concerned with “Relativities,” 
includes discussions on methods of investigation, theories of value, economic 
power, and conciliation. What ties these diverse topics together is Com- 
mons’ interest in the economic system as a going concern or process in which 
the whole is more than the sum of the parts. All matters are viewed as systems 
of relations rather than as simple mechanistic structures. Part IV on “Public 
Administration in Economic Affairs” examines the problem of public control 
in economic matters. Commons explains how in the fields of agriculture, bank- 
ing, and industrial relations conflicts of interest are controlled through the 
establishment of a balanced equilibrium under governmental or administra- 
tive direction. 

Although there is nothing new in The Economics of Collective Action along 
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the line of economic analysis, this work is important because it does a good 
job of presenting all the basic ideas that Commons worked out over a span of 
forty years or more. In addition, there is nothing here in the nature of ex- 
tended digression or poor literary style that would deter the uninitiated from 
seeking an acquaintance with the contributions of one of the best-known 
American economists of the past half century. There remains the question, 
however, as to how well Commons has served himself in trying to reach a wider 
audience through this simplified statement of the complex ay of economic 
thought which he worked out over many decades. 

What is most striking about the four parts into which eee divides 
this simplified statement of his economic thought is the lack of integration of 
his material. There is no attempt to provide the reader with any over-all 
interpretation or framework of reference within which he could place Com- 
mons’ essentials. Unfortunately, Commons has outlined the basic ideas of 
his institutional economics without at the same time explaining the general 
framework into which these essentials may be fitted. Unless the reader already 
understands the general mold in which Commons has cast his economic 
thought, the general effect of The Economics of Collective Action is an 
extremely diffusive one. The observant reader is inevitably led to ask what it 
is that ties Parts I to IV together and makes Commons’ economic thought 
in some way systematic. But no satisfactory answer to this question is pro- 
vided by Commons. The editor’s comments in the short introduction remedy 
this major defect in a small way, but they are no substitute for a general state- 
ment of his own position by Commons himself. 

The unity in Commons’ economic thought is to be found in his interpreta- 
tion of what he calls “banker” or “financial” capitalism. From Commons’ 
viewpoint economics is not a study of mental states, commodities, or market 
situations; instead, it is a study of economic organization, especially that form 
of economic organization which has developed in the United States since 
1875. Running through Commons’ views on collective action, transactions, 
economic power, negotiated values, and economic controls is an over-all 
view of the modern economic order. As with Werner Sombart, Commons 
takes the “economic system” as his basic concern. He is primarily interested 
in the economic organization of an advanced industrialized nation as it ap- 
pears in the first half of the current century. It is this general view of the 
capitalistic order which provides the framework for Commons’ many and 
varied economic investigations. Unless one has a clear grasp of this broad 
framework, he is not likely to get the real significance of much of Commons’ 
economic thought. 

Since Commons was not interested in developing the field of pure economics, 
his name is today not associated with any special contribution in this field. 
His primary concern was with the economic system as a concrete cultural 
product. He saw the need to generalize about the economic system but not to 
the extent indulged in by the pure theorists. There is little in common be- 
tween the economic model of the pure theorist and Commons’ stages of 
capitalistic evolution. For Commons a stage of capitalism, such as competi- 
tive or banker capitalism, is a special combination of legal, political, and 
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economic arangements in the light of which particular economic problems are 
to be analyzed. As he saw it at the close of his career, the United States 
was moving from financial capitalism to a new stage of economic develop- 
ment described as “reasonable” or “administrative” capitalism. It is this 
transition which dominates all economic problems at the midpoint of the 
twentieth century. When the reader relates Commons’ discussion of the many 
topics which appear in this volume to the transition from banker to reasonable 
or administrative capitalism, the essentials of Commons’ economic thought 
then take on more meaning. Once again it is a case of the parts taking*on 
meaning when related to the whole. 

These essentials of Commons’ economic thought were worked out in support 
of his position that the modern economy is no longer moving towards any 
kind of general equilibrium. In place of the automatic equilibrium of his 
famous contemporaries, Alfred Marshall and John Bates Clark, Commons 
would put his “administrative equilibrium.” According to Commons’ interpre- 
tation, the basic forces of the modern economy do not bring about stabilization 
at high levels of employment and output. Modern science has given us the as- 
sembly-line technology; the new industrial technology has altered the struc- 
ture of the economic system in such a way as to place large-scale economic 
enterprise at the center of things; and, finally, each major economic group 
has become a protectionist interest which places its own welfare above that of 
the community. The consequences of these developments, Commons points 
out, are economic instability and insecurity for the masses. In this situation 
the only way out, as Commons sees it, is to establish a managed or adminis- 
trative equilibrium under the direction of a government which will unite all 
major economic groups to the end that the national interest may prevail. 

In developing his thesis that the modern economy is no longer self-adjusting 
in any broad sense of the term, Commons fails to push his analysis as far as 
he could very well have gone. He has no well-developed theory of capitalism 
which gives adequate attention to the following three matters: the nature of 
economic change, the theory of economic classes, and the rdle of government 
in economic affairs. Although Commons touches upon these matters at many 
points, there is lacking a consistent attempt to tie them together in a theory 
of the capitalistic order which would have as its central theme the shift from 
an automatic to an administrative equilibrium. 

This deficiency in Commons’ work may be attributed to the fact that all 
during his active life he was more concerned with solving economic problems 
than with explaining them. He much preferred settling a labor dispute to 
attempting to relate it to the broad economic matrix from which the dispute 
had emerged. Support for this explanation of Commons’ major deficiency is 
found in his remarks in Chapter X on “Methods of Investigation.” His ex- 
planation of what he calls the “comparative method of reasoning” shows that 
he was much more concerned with methods of investigation than with methods 
of scientific analysis (p. 124). Methods of investigation are very important to 
the mediator in a labor dispute, but they are not a very useful device for the 
construction of a theory of the capitalistic order. In order more successfully 
to have made use of the vast store of economic information which he gathered 
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during a long lifetime’s contact with a large variety of economic problems, 
Commons would have had to move much farther beyond the role of the in- 
vestigator than he did. Perhaps this is too much to expect from any one man, 
especially from one who made “problems” and not “analysis” his major in- 
terest over a span of half a century. 

One detects in Commons’ final work a special emphasis upon the importance 
of public administration in economic affairs. So strong is this interest in 
governmental action that we find Commons describing his science as “ad- 
ministrative economics” (p. 130). This type of economics takes as its central 
issue the control of economic affairs through various forms of collective action. 
The highest or most significant form of collective action is that of the ad- 
ministrative investigational body. It is at this point where administrative 
collective action is under consideration that Commons’ economic thought 
reaches its culmination. His whole life’s work, his investigations in the fields 
of public utilities, taxation, and industrial relations, and his excursions into the 
realm of economic thought all point to but one thing, namely, the réle of 
public administration in economic life. Commons begins The Economics of 
Collective Action with the statement that “This is an age of collective action”; 
and he closes his simplified statement of the essentials of his economic thought 
with the observation that the last half century has witnessed a shift from 
“laissez faire” to “control economics.” The bridge between these opening 
and concluding observations is a consideration of the importance of govern- 
mental or administrative action in economic affairs. 

Commons’ interpretation of twentieth-century capitalism is much stronger 
than his suggestions for economic reform. When he turns to the question of 
what should be done to make the economic system function more satisfactorily, 
nothing new is added in this volume to what had already been said in his 
Institutional Economics and other writings. His position with regard to 
economic reform may be summarized in the following manner. Modern eco- 
nomic problems can be handled satisfactorily only by means of a program of 
limited government intervention. The general aim of this limited interventionist 
program is, as Commons says, “to trim off the most destructive edges” of such 
private economic dictatorships as corporations, banks, cartels, and unions 
(p. 290). The government is to act as an umpire who keeps all large economic 
units under control and operating according to the rules of the economic game. 
However, the umpire himself must be watched for there is always the danger 
that the government will become a twentieth-century leviathan which domi- 
nates the whole “administrative national economy.” Since Commons was not 
an enthusiastic centralist, he shows a strong aversion to some of the centrip- 
etal tendencies of the modern large-scale economy. His ultimate goal is some 
kind of “primitive democracy” which in modern circumstances would unite 
government and private enterprise in such a way as to keep the institution of 
private property in a vigorous, healthy condition. Economic controls are to 
be devised and put into practice only up to the point where the institution of 
private property continues to be strengthened. It is plain to see that there was 
nothing of the socialist in Commons. 

In his remarks concerning a program for economic reform Commons was 
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far from being specific. This is not surprising when one calls to mind the 
strongly pragmatic bent which he possessed. In the concluding remarks of 
The Economics of Collective Action Commons recapitulates his views on the 
problem of economic reform by stating that “These observations are not in- 
tended to excite discouragement, however true they are to the facts and the 
probabilities. They are intended toward reorganizing the ethical or democratic 
forces along new lines to be discovered by investigation of the actual 
facts. . . .” (p. 290). Commons looked with strong disfavor on utopians 
whether of the past or present. Ideals, he found, must be backed by a study of 
“institutional details’ which show whether or not the ideals can be made to 
work out. There is room for suspicion, however, that Commons carried his 
interest in investigations of the “actual facts” too far. An excess of facts is 
no better than an excess of ideals. Commons’ failure to say much about the 
broad goals of economic reform can be attributed, in part at least, to an 
excessive regard for facts and details. His limitations in this connection are 
the usual limitations of many pragmatists who tend to be more impressed by 
the trees than by the forest. 

The literature of economics is considerably enriched by this general review 
of his own economic thought by Commons even though, in the opinion of this 
reviewer, Commons was not always capable of putting his own contributions in 
their best possible light. Te Economics of Collective Action should attract 
a wider reading audience than did the ponderous and sometimes awkward 
Institutional Economics. In doing so, this posthumous volume will serve the 
good purpose of bringing economists of the future into contact with an un- 


usually keen interpreter of the flow of economic events in the first half of 
this century. Commons frequently described his type of economics as “‘futur- 
istic.” This term will doubtlessly for a long time continue to describe his 
influence on those economists who realize that their science has once again 
become “political economy.” 


ALLAN G. GrRUCHY 
University of Maryland 


Oxford Studies in the Price Mechanism. Edited by T. WiLson and P. W. S. 
AnprEws. (Oxford: Geoffrey Cumberledge. New York: Oxford Univ. 
Press. 1951. Pp. xv, 274. $4.25.) 

This volume consists of thirteen essays, of which seven have previously been 
published in the Oxford Economic Papers and six are new. Of the latter, four 
summarize or bring up to date the work that was done in Oxford before the 
outbreak of war and two are new contributions. 

Two prewar investigations undertaken in Oxford have aroused special 
interest elsewhere, and it is satisfactory to find them reprinted here. There are 
six articles on the rate of interest, including a summary of the article by 
Professor J. E. Meade and Mr. Andrews in which they discuss the replies of 
37 businessmen to an enquiry into the degree to which interest rates affected 
their behaviour. Attention should be drawn to a further article by Mr. Andrews 
which has received much less publicity since it was not published till after 
the outbreak of war. This latter study analyzes 309 replies to a very simple 
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questionnaire, and the conclusion is reached that the rate of interest, and 
indeed the availability of credit, are of little importance in business decisions. 
It cannot be said that either of these enquiries is conclusive (in the second, 
answers were only received to a quarter of the enquiries made). Nevertheless, 
they are still of interest for very little further evidence has been brought 
forward since they were made. Certainly caution is needed in interpreting 
these results, and it would be going much further than the facts adduced 
warrant if we were to conclude from them that changes in the rate of interest 
can have no appreciable effect on business outlays. This caution is expressed 
both in Sir Hubert Henderson’s prewar comments and in Professor Sayers’ 
postwar review, both of which are reprinted in this volume. 

In addition, the articles by Messrs. Hall and Hitch on “Price Theory and 
Business Behaviour” is reprinted in full. There are chapters on the rate of 
exchange (two articles by Professor A. J. Brown containing econometric 
studies) and on the “Response of Labour to Economic Incentives” by Mr. 
H. W. Robinson. 

For those of us who have access to the files of the Oxford Economic Papers, 
the real meat consists of two new articles which discuss the working of the 
price mechanism in the light of recent work in Oxford and elsewhere. Mr. 
Andrews devotes himself to industry and Mr. Giles to agriculture. Mr. 
Andrews is concerned to show that a “full cost” theory of pricing is consistent 
with much of Marshall’s treatment of firm behaviour. In this he is successful 
but only because Marshall never attempted a complete analysis of firms; 
when a writer is inconsistent in his treatment of a subject, we can call ourselves 
true followers of the master whichever part of the whole we decide to discard. 
On the constructive side, Mr. Andrews hardly goes beyond a restatement of 
the thesis he presented in “Manufacturing Business.” For this thesis I have 
a good deal of sympathy, but I cannot say that Mr. Andrews copes with the 
difficulties which arise. Two of these may be referred to here. If firms fix 
their prices at the level of average costs, it is essential to consider the output 
on which this average is based. After all, almost any price will be the average 
‘cost for some level of output. Messrs. Hall and Hitch were vague on this point 
and thereby attracted some rather superficial criticism, but Mr. Andrews 
should be more precise. Again, the “cost” in this context must include an 
allowance for profits. But how are the profits to be calculated? I cannot believe 
that it is useful to say that the rate of profit will be equalized throughout 
industry; this implies a level of abstraction which is remote from the analysis 
of firms and industries with which the theory purports to deal. There is much 
to be said for Mr. Andrews’ position, but as yet he has provided the sketch of 
a theory rather than a complete system. And it is only when the system is 
produced that it can properly be appraised. 

Mr. Giles purports “to consider critically the operation of the price mecha- 
nism in relation to agriculture.” In fact, he provides a useful review of the 
research into agricultural problems which has been undertaken in Britain and 
America, but without providing much that is new. He refers occasionally to 
Mr. Andrews’ analysis as explaining the behaviour of the packers and the 
processors of agricultural products, while remaining content with a theory of 
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profit maximization to explain the behaviour of farmers themselves. This is 
hardly satisfactory; the main reason for going beyond a theory of profit 
maximization is that, as soon as we recognize that profit is a shorthand term 
for a complex of values and cannot simply be expressed as a single amount of 
money, then this theory ceases to tell us what will happen in response to a 
change of data. The difficulty arises, though possibly in different forms, in 
agriculture as much as it does in industry. However, if Mr. Giles has failed to 
provide the companion piece to Mr. Andrews, his survey is valuable in itself. 
In sum, the main appeal of this collection will be found in the republication 
of important and inaccessible articles rather than in the new contributions. 
ALEXANDER HENDERSON 
Carnegie Institute of Technology 


The Theory of Investment of the Firm. By FriepricH and VERA Lutz. 
(Princeton: Princeton University Press. 1951. Pp. x, 253. $4.00.) 


Professor and Mrs. Lutz have given us a systematic account of the formal 
theory of investment decisions of the firm. The theory is presented with ad- 
mirable precision, and many points commonly glossed over are explicitly and 
satisfactorily dealt with. Hardly any reader will fail to clarify some of his 
ideas on this subject. 

The book is essentially a manual on the calculus of profit-maximizing be- 
havior when interest rates enter into the firm’s decisions. The authors first 
establish the general although not universal, applicability of the criterion of 
maximizing the excess of the present value of future receipts over the present 
value of future costs. After a general analysis of quasi-rents, they proceed to 
various cases of investment in goods in process, such as the single investment 
act (the planting of the Austrian tree, the leading softwood of capital theory), 
the continuous investment process, and inventories. Thereafter the optimum 
life of durable goods, and the optimum types of durable goods, are examined 
for single and successive machines and for staggered processes. Some of these 
cases are re-examined under the assumption that the supply curve of funds 
to the firm has a positive slope. Then the supply of funds receives a correspond- 
ing but briefer treatment, with special reference to the maturities of loans 
and the relative proportions of equity and loan funds. Certain related topics, 
like depreciation policies and the “Ricardo effect,” are also discussed. 

A treatment based on cases, cross-classified by hypotheses, has serious limi- 
tations. The multiplicity of instances destroys all literary appeal, obscures the 
structure of the theory, and entails much repetition. The authors give no 
general theoretical or empirical schemata which would help us to determine 
whether, or which of, the particular cases chosen for analyses are important. 

The emphasis upon manipulatory technique is heightened by the vagueness 
of some of the fundamental concepts. For example, parallel analyses are 
sometimes made of entrepreneurial decisions based upon what are termed 
dependent and independent internal investment horizons. The former horizon 
is equal to some multiple of the investment period of a “tree” or specific 
machine; the latter horizon is some period of calendar time. There is no real 
explanation of these horizons, or of the factors which lead a firm to choose 
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one rather than the other (see page 122 n.), or how an economist could tell 
which horizon a particular entrepreneur had chosen. The chief purpose of 
the horizons appears to be to supply simple upper limits to integrations. 
Again, the problem of uncertainty, which might be thought to be basic in 
this area, is given a simple and unsatisfying treatment (Chap. XV). 

The technical analysis in this volume is unusually fine in quality, but I 
am afraid that its significance is diminished because the authors have defined 
their task so narrowly. 

J. STIGLER 
Columbia University 


Economic Dynamics. By WiL11AM J. BAUMOL, with a contribution by RALPu 
Turvey. (New York: Macmillan. 1951. Pp. xiii, 262. $5.00.) 

Economic statics is generally taken to be the study of the characteristics 
of states of equilibrium, as determined by given underlying conditions 
(tastes, technology, legislation, etc.). Economic statics can analyze the results 
of changes in these conditions, but only by comparing a new equilibrium 
with the old. Economists have long been interested, following the example 
of mechanics, in constructing a theory applicable to the process of response 
over time to the underlying conditions, and this is the sense in which “eco- 
nomic dynamics” is usually understood today. “Statics” and “dynamics” 
refer to methods of analysis, and either may in principle be used to study 
progressive or stationary states of the economy (i.e., states in which the 
underlying conditions do, or do not, change over time). Despite its title and 
despite Mr. Baumol’s apparent acceptance of something like the distinctions 
just made, this book is not strictly limited to the study or application of 
dynamic methods of analysis, but also examines the application of both 
static and dynamic methods to non-stationary states of the economy. 

The volume under review is split into two halves, sharply distinct in 
method and subject matter. The first half (Parts I and If) consists of a 
series of essays on the theories of the classical school, of Marx and 
Schumpeter, Harrod’s model of economic growth, Hicks’ Value and Capital, 
Lange’s Price Flexibility and Employment, and on the cobweb theorem and 
stability of equilibrium—each of which is taken to be an example of dynamic 
analysis or of analysis of the non-stationary economy. The second half of 
the volume (Part III) contains, after a chapter on certain Scandinavian 
views on period analysis (contributed by Ralph Turvey), a brief elementary 
course on the mathematics of difference and differential equations. 

In Parts I and II, Mr. Baumol reveals an unusual talent for lucid exposi- 
tion in the traditional (literary) manner, aided by geometrical examples 
and demonstration. In several of the essays (most notably in the one on 
“classical dynamics”), the exposition is necessarily something of a synthesis 
and not a mere digest. Nevertheless, the author succeeds, whatever may have 
been his intention, in effacing himself to a remarkable degree. It may almost 
be said that in the entire first half of the volume there is hardly a single 
view expressed which is clearly the private opinion of the author and not 
of the person or school whose views are being described. Such self-restraint 


BOOK REVIEWS 140 


while elucidating the views of others is certainly creditable. Beyond a cer- 
tain point, however, the lack of guidance cannot but confuse the reader. 
Half a dozen different views and approaches to the same facts of economic 
life have been presented in the same plausible neat manner. But all these 
theories cannot be equally valuable—they are not even mutually consistent 
in all respects. True understanding for the reader can only come after the 
resolution of the conflicts among the different approaches and the integration 
of the sound portions of the various views into a new and broader outlook. 
Such a task can never be perfectly performed, of course, but without some 
attempt at it, we have only disconnected essays. For this reason, the first half 
of the volume seems incomplete despite its expository qualities. 

The second half of the book is an elementary presentation of the mathe- 
matical techniques of difference and differential equations. The talent for 
lucid exposition, demonstrated by the author in the literary sections of his 
work, easily meets the more difficult challenge of abstract mathematical 
argument. I feel safe in saying that, whatever objections mathematicians 
might raise, the non-mathematical economist could not find a better explana- 
tion for his purposes. The author achieves this success by a happy intuition 
as to the points likely to cause difficulty (the origin of e, for example, and 
the use of imaginary numbers), and a presentational technique which, sacri- 
ficing “elegance” to pedagogy, refrains from the sort of elisions which save 
lines of type while endangering the reader’s comprehension of the whole. 
Suitable examples and exercises are also provided, with answers. Perhaps 
we have reason to hope that Mr. Baumol will be our long-awaited Apostle 
to the Non-Mathematicians. This must remain a hope for the present, how- 
ever, since the second half of Economic Dynamics covers only a small portion 
of the mathematics economists need. 

The two halves of the book are thus essentially separable works, each 
showing promise, but each incomplete. The first half will be most useful 
as an aid to the uncerstanding of the theories it describes, perhaps chiefly 
for students having difficulty with the originals; the second half will be 
more generally useful as an excellent short course for economists in difference 
and differential equations. 

Jack HIRSHLEIFER 

University of Chicago 


Economics: Experience and Analysis. By Broapus ,MITCHELL, ANATOL 
Murap, Monroe Berkowitz and WILLIAM C. Bactey. (New York: 
William Sloane Associates. 1950. Pp. viii, 884.) 

This volume, while likely to prove especially useful in courses that have a 
broad general education objective, also provides an adequate analytical base 
for advanced work. The authors have achieved a lively and non-pedestrian 
style of presentation. At the same time they have not balked at closely 
reasoned argument They have avoided the frequent dichotomy of “theory” 
and “problems” by choosing as their organizing concept “the ways of securing 
the wealth and welfare of society as a whole,” so that economic analysis 
is embraced within the broad framework of political economy. The viewpoint 
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is liberal, the analysis broadly Keynesian. Continuing stress is placed on the 
dynamic character of economic institutions, arrangements, and thinking, 
and economic generalizations are treated as propositions that have signifi- 
cance only within a relevant context. 

This book differs from many of its rivals in introducing the student to the 
contemporary economy through a survey of European and American economic 
history, and of the development of economic ideas in relation to their historical 
background. The perspective gained through such an introduction can 
sharpen the student’s appreciation of the dynamic character of economic 
life, and provide an antidote to the tendency to assume that because they 
are familiar, contemporary economic and social institutions and patterns 
of behavior are somehow basic and immutable parameters. 

Passing “from historical recital to description and awalysis,” the fourth 
section includes chapters dealing with the contemporary social setting, funda- 
mental concepts, the character and history of national income, the deter- 
minants of national income, business enterprise and the corporation, markets 
and price determination, the maximum profit position of the firm, the struc- 
ture of exchange, credit, currency and banking, money and payment, and the 
value of money. 

A fifth section, comprising more than a third of the entire volume, is de- 
voted to economic life in America today. Four chapters on sharing the national 
income cover the distribution of income and the conventional rubrics of inter- 
est, rent, profits and wages. Three chapters on using the national income deal 
in turn with consumption, family budgets and cooperatives, and protective 
social legislation. Another heterogeneous group labelled “some economic 
problems and applications” treats such diverse topics as business cycles, 
public finance, trends in organized labor, and population. Two chapters on 
accounting as an economic tool and basic statistical concepts, apparently in- 
cluded in this section for want of some other home, suggest the important 
réles of these techniques in the analysis and control of economic activities. 
Their introduction at a much earlier point in the book would have enhanced 
their usefulness. 

A final section devoted to international economics outlines the character- 
istic features of the international economy, world trading systems, the con- 
trol of world trade, the problems of rebuilding the world economy, and 
comparative economic systems. 

With respect to content and organizational pattern each reader will find his 
own grounds of difference with the strategy of the authors. A more compre- 
hensive picture of the framework of the contemporary American economy 
might have been provided by considering, in the first part of section four, not 
only the structure of business enterprise but also the organizational aspects 
of labor, agriculture, and government, as well as the réle of the monetary, 
financial, and fiscal mechanism. A transfer of the two chapters dealing with 
national income analysis to a point following, rather than preceding, the theory 
of value and distribution in microeconomic terms would also permit a more 
Josely integrated treatment of the aggregative aspects of the functioning 
economy. As it stands, the aggregative analysis is scattered and the rationale 
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of the shift from aggregative to partial analysis is not apparent. Moreover, 
the relegation of business cycles and fiscal policy to later treatment in the 
miscellany of “some economic problems and applications” sacrifices the op- 
portunity to point up their all-pervasive significance in the behavior of the 
aggregate economy. 

Space does not permit the registration of concurrence or dissent with many 
points of detailed analysis or viewpoint. However, the difficulties inherent in 
a “functional” explanation of the distributive shares in terms of “rewards” 
for specific “‘contributions” to productive activity are again exemplified, par- 
ticularly in the treatment of profits, and once more little light is shed on this 
difficult subject. 

Inasmuch as the section on money and banking involves the most substan- 
tial variation from the conventional treatment, and is likely to present the 
most serious challenge to the student’s mental processes as well as to the 
teacher’s powers of exposition, it may appropriately be singled out for par- 
‘ticular consideration. This section is notable for the virtually complete absence 
of the usual discussion of the functions of money and the quasi-historical 
classification of commodity money, representative money, near-money, etc. 
Significantly absent, also, is the customary survey of monetary standards. In 
sharp variance with the conventional treatment, money is identified merely 
as the unit of account in which transactions are stated, and currency is 
given a broad definition to include bank deposits, note issues, etc., utilized 
as the means of mobilizing and socializing the credit of individuals, business 
firms and governments. The essential function of the banking system is to 
increase the scope within which credit instruments achieve currency and are 
accepted as means of making financial payments. Real payments, however, 
consist of direct or indirect exchanges of goods and services; the passage 
of currency from hand to hand or from account to account does not effect 
real payment, but simply transfers claims to generalized purchasing power, 
which are expressed in terms of the unit of account. 

The value of money, therefore, merely reflects the willingness of people to 
accept, in financial payment, claims to purchasing power that are stated in 
terms of the unit of account. Inasmuch as money is not a thing but an abstract 
concept, the value represented by the unit of account is not to be explained 
by the quantity of money (which in this view is a meaningless expression) or 
of currency, on the basis either of a cash transactions or a cash balances 
approach. The value of claims expressed in the unit of account is reflected in 
the price level, and rises or falls as prices fall or rise. Hence the value of the 
unit of account depends on the whole complex of forces affecting the price 
level, to which the quantity of currency is related in a derivative rather than 
in a causative way, the chief factors being, of course, the state of aggregate 
demand, production, and income. 

This analysis, however unconventional, clears away a great deal of dead- 
wood accumulated in the past, and suggests many ramifications that obviously 
cannot be explored in an elementary text. That the argument as it stands is 
fully rounded out is also questionable. It would seem that, perhaps for pur- 
poses of emp*asis, the significance of variations in the quantity of currency 
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has been played down too much, particularly in relation to the influence of 
deposits created as an incident to government financing through the sale of 
government bonds to the banks. 

As is to be expected of a book reflecting the work of several men, close 
examination discloses occasional instances of apparent inconsistency of view- 
point or analysis. At various points, for example, the authors touch upon the 
nature of scientific method in economics and on the proper réle of the 
economist (€.g., pages 138-39, 160, 207-8). Without seeking to resurrect the 
perennial controversy over wertfrei economics, one may question whether the 
treatment of this implicit question, on pages 138-39, is not itself somewhat 
contradictory. The relativistic character of economic ideas, the inability of the 
economist, try as he may, to abstract himself completely from the contem- 
porary context, is appropriately emphasized and illustrated. Nevertheless, we 
are told that “his duty must be to interpret the facts, to tell us what to aim 
for, what to do. This is what society expects of the economist, and this is the 
only justification of his work.” If this statement means that the economic 
elite somehow “know” what is best for us all, and have a peculiar mandate to 
determine our social goals and the means of implementing them, the overtones 
are somewhat disquieting. Read in context it may perhaps be interpreted as 
pointing up the importance of intellectual honesty on the part of the econo- 
mist who addresses himself to issues of social and economic policy, and the 
contribution that careful analysis may make to intelligent and informed choice 
on the part of all who together comprise the body politic. 

Some element of contradiction also emerges in the section on foreign trade 
and finance, where the quantity theory of money appears to be readmitted 
through the back door (pp. 745, 755) after having been summarily ejected 
at an earlier point in the performance (p. 411). 

Such discrepancies, however, are of minor significance and do not detract 
from the sense of substantial unity and coherence that is conveyed by a 
reading of the book as a whole. Particularly notable is the sense of movement 
and significance that is achieved in the discussion of economic problems, 
including labor relations, social legislation, the regulation of industry, and 
international trade and economic relations, where so often the economic 
topography is lost from sight in the dense forest of factual description and 
enumeration. 

ARCHIBALD M. MclIsaac 

Syracuse University 


Catholic Social Principles. By REVEREND JOHN F. Cronin, S.S. (Milwaukee: 
Bruce. 1950. Pp. xxviii, 803. $6.00.) 

This journal and this reviewer are not qualified to assess the place of 
Father Cronin’s bock in Roman Catholic parochial writings. The author, 
however, offers his work “for the careful consideration of men of good will, 
of all faiths, who may wish to know the ideals of our Church” (p. xv). This 
review considers the volume only from the point of view of such readers. 
In a sense the subject matter of the book lies entirely outside the field of 
economics. It is frankly concerned with the ends of economic and social 
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activity. But in a larger sense economics is meaningless unless some set of 
ends for economic activity are defined. Measurement, which Lord Kelvin 
declared to be the hallmark of a science, is meaningless if the attribute 
measured lacks significance. The very process of measurement implicitly 
confers importance upon the thing measured. The stress in modern economics 
upon the measurement of the national income in monetary terms has 
strengthened the tendency to accept implicitly monetary values as a measure 
of social achievement. 

Catholic Social Principles presents a different set of standards for the 
evaluation of economic and social action. In their appeal to the scientifically 
trained mind these standards have the disadvantage of being essentially 
non-quantifiable. But incommensurability must not be equated with unim- 
portance. That Father Cronin presents the social principles of the Catholic 
Church without apology and without appeal to any authority outside that 
of the Christian tradition, goes without saying. The presentation of authori- 
tative translations of a large part of the great encyclicals Rerum Novarum 
(1891), and Quadragessimo Anno (1931) as well as generous quotations 
from other papal and hierarchical statements is especially valuable for the 
non-Catholic reader. 

’ The Catholic criticism of the fundamental bases upon which the American 
economic system rests is not blunted in the statement of social principles. 
“The basic trouble with American economic life is that it is disorganized 

. . it is vainly expected that a sound and consistent order will result from 


conflict” (p. 25). “A philosophy of secularism, materialism, selfish indi- 
vidualism, greed, avarice, limitless ambition and denial of social interests is 
bound to make society unhealthy” (p. 27. ). Similarly, the statement of the 
need for basic reform of the present institutions is unequivocal: “. . . the 
existing form of economic organization is not in itself unchangeable” (p. 52). 


“ 
. 


. . ethical aims may be unrealizable under a given form of organized 
economic life. . . . This fact explains the siress laid by Pope Pius XI upon 
the reform of the institutions of society” (p. 53). 

Those who feel most keenly the immorality of some of our present institu- 
tions may regret that when it comes to specific reform of economic life the 
Church can make only prudential recommendations. One might more aptly 
regret that the American Church has failed to raise its voice on the side of 
reform as strongly as the papal leadership would seem to warrant. Father 
Cronin has done less in this book to strengthen the voice of the Church for 
reform than might have been hoped. It is to be hoped that the teaching by 
Catholic scholars of courses on Christian social principles for which his 
book is primarily designed may produce more far-reaching effects. 

The present reviewer is sceptical about some of the reforms which are 
recommended. The return of real economic and political power to smaller 
social units, which is proposed in the outline of an organic society in Chapter 
VII, seems sound. But such units, if organized around the productive process 
would seem to lead almost inevitably to neglect of consumer rights. The 
concessions of the author (pp. 269-72) to the almost completely discredited 
view that the marginal productivity theory offers a moral basis for income 
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distribution seem to the reviewer unwarranted on the basis of Catholic 
principles as stated in this volume. 

In spite of some shortcomings, the volume is definitely worthwhile reading 
for those economists who believe that religion has a rdle to play in reshaping 
our economic institutions. The organization of Protestantism makes impossi- 
ble a similarly authoritative treatment of the social principles of the 
Protestant churches. But Protestant social scientists might help produce a 
more Christian social order by being as willing as Catholic scholars to 
consider religious values explicitly. 

Cates A. SMITH 

Brown University 


Economic History; National Economies 


Sveriges Ekonomiska Historia Frén Gustav Vasa. By Evi F. HECKSCHER. 
2 vols. (Stockholm: Albert Bonniers Forlag. Pp. 894, lxii, 46.) 

Eli Heckscher is Scandinavia’s great economic historian, the founder of 
Sweden’s flourishing school of economic history. He is best known outside 
his country for his study of mercantilism. Thé language barrier has un- 
fortunately limited to a relatively small audience other major works of this 
eminent and prolific scholar; a recently published bibliography’ attributes to 
him some 1148 separate items, ranging in subject matter over the entire 
field of economic history and theory. 

The crowning work of this long and extraordinary career is the detailed 
economic history of Sweden of which the two volumes under review represent 
the second part, covering the period 1720 to 1815. The first part of the 
history, published in 1936, began with the year 1520, when Gustav Vasa 
commenced a reign that profoundly influenced Swedish economic develop- 
ment; and covered the 17th century, when Sweden became a world power. 
With 1720, where the first volume of Part 2 begins, came the transformation 
of the medieval economic society into one marked by more modern, progres- 
sive tendencies; and first under the aegis of mercantilism, and then of a 
freer system, the Swedish economy entered a period of change culminating in 
the industrial revolution at the end of the 19th century. Part 2 breaks off 
with the year 1815, and it is to be hoped that Professor Heckscher will be 
able to carry his history beyond that point.’ 

Perhaps the best approach to a review of these volumes by one who is 
certainly not competent to analyze critically the wealth of detail that 
crowds their pages is through a consideration of Heckscher’s conception of 
the methodology appropriate to the writing of economic history. Despite a 
meticulous care for detail, Heckscher is no proponent of accumulating facts 
_ for the sake of the facts, nor does he share the belief that concentration upon 


* Ekonomisk-Historiska Institutet, Eli F. Heckscher’s Bibliografi 1897-1949 (Stockholm, 
1950). 

* Professor Heckscher has published a shorter one-volume history covering both the 
medieval and modern periods: Svenskt Arbete Och Liv (Stockholm, 1941). 
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the unearthing of facts of all sorts will lead in some miraculous fashion to 
the formulation of general concepts. Two decades ago, in an article entitled 
“A Plea for Theory in Economic History,” he wrote: 


. the value of economic theory [for economic historians] increases 
enormously when the work of historians is carried further than the stating 
of external facts; for its most important use refers to the choice of facts 
and the explanation of them... the history of banking, of iron, of 
shipbuilding, of agriculture, may be absolutely non-economic, if it is not 
concerned with the part played by these different activities in their rela- 
tion to demand, if not studied from the point of view of their inter-rela- 
tions with the other factors of economic life.* 


To understand isolated facets of human activity in their relation to the 
totality of an economic system, a theoretical construct is a sine qua non, 
Heckscher insists—and he practices what he preaches. The volumes are 
characterized by a consistent application of theoretical hypotheses, some of 
them well-known general theories, others of a more limited nature, to specific 
factual situations. A few examples may serve to indicate Heckscher’s method. 

The analysis of Swedish population trends during the 18th century is 
built around the framework erected by Malthus in his Essay on the Principle 
of Population. Heckscher confirms Malthus’ ideas on the relationship between 
urbanization and mortality rates by a comparative analysis of Scandinavian 
statistics. The famous Malthusian hypothesis of food resources as a limiting 
factor in population growth is examined, and the following conclusion 
reached: “The results correspond completely with Malthus’ conclusion, that 
the Swedish peasants were too poor to import grain in times of poor harvests 
and that they therefore in that situation had no alternative but to let the 
youngest and the oldest or the otherwise weakest die” (p. 174). 

Again, in his description of iron manufacturing during the 18th century, 
Heckscher spares us the dull catalogue of technological and economic fact 
that too often goes by the name of economic history, and presents instead 
a fascinating account of the domestic and foreign trade repercussions of the 
government attempt to limit production in order to maintain monopoly 
prices. Modern price theory is employed to explore the relationships that 
prevailed among prices, costs, wages, and profits. 

As a final example, the use of the concepts of monopolistic competition 
theory to analyze the réle of the urban gilds may be cited. Here Heckscher 
comes to the interesting conclusion that “the profitability of the urban 
trades stood in inverse relationship to their monopolistic tendencies” (p. 545). 
This seeming paradox, from the point of view of what we expect of the 
monopolist, Heckscher ascribes to the fact that “the gild oligopolies were 
primarily aimed at securing a method of entrance to the trade which reserved 
it to particular favored groups, primarily the families of the masters,” and 
he then goes on to show that this objective was not necessarily consistent 
with profit maximization. Present-day students of the trade union movement 
are beginning to make similar discoveries. 


* Economic Journal (January, 1929), p. 525. 
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But if economic theory plays an important réle in Heckscher’s historical 
work, he is equally insistent about its limitations, particularly when it be- 
comes completely general and abstract. Heckscher takes a somewhat dim 
view of the value of modern dynamic theory, with its tendency to confine 
itself to a small number of key variables, particularly when mathematical 
manipulation is desired: 


[Dynamic] theory is based upon invariable . . . static assumptions with 
respect to economic life; and its deviation from static theory consists 
only in that it includes the role of the time factor in a social situation, 
which in itself is regarded as continually recurring or “repetitive.” The 
theory thus has no place for the study of the transition from one social 
situation to another, and pays little attention to the study of the inter- 
action between the changes in the assumptions and changes in results.’* 


Both static and dynamic theory, therefore, can be of great value in cutting 
through to the heart of the meaning of particular historical episodes, but 
neither is a substitute for “facts, quantitative facts, and quantitative facts 
of a historical description, i.e., showing the character, rate and extent of 
constant social change.” Theorists, he asserts, “must learn to understand 
that the society of which they study an abstracted side, the economic one, 
is in a constant flux, nay, that the situation they are studying is no more 
than a horizontal section of an indivisible whole, conditioned by what went 
before and leading to something different from the object of their theories.” 
He deprecates in particular the value of theories “which do not admit 
verification at the hands of facts, being frequently not even related to any 
given state of society.”® If theory is to be a handmaiden of history, its 
assumptions must be grounded in the realities of economic life, i.e., it must 
contain a great number of variables, though it thereby loses in generality. 

One of the notable aspects of Sveriges Ekonomiska Historia is the ex- 
emplary manner in which Heckscher employs quantitative data. There is a 
consistent refusal to be satisfied with qualitative explanations of historical 
events, particularly those emanating from contemporary sources, and a 
continual probing through the use of such statistics as may be available, 
often unearthed with great difficulty, and always manipulated with ingenuity. 
Some 58 pages of tables and 38 charts constitute a quantitative attestation 
to Heckscher’s industry, particularly when it is recalled that economic statis- 
tics for 18th century Sweden do not grow on the nearest bush. His pre- 
occupation with the transition between historical stages leads Heckscher to 
place great emphasis upon the construction of long time series, even if 
approximations and heroic assumptions are necessary to achieve this end. 
The tables, and particularly the charts, on population, harvests, prices, wages, 
and commerce, bridging the centuries, give one a feel of the grand sweep of 
history, of the great secular movements in economic life that render sterile 
the efforts to premise theory upon static conditions. Heckscher’s genius con- 


* Svenskt Arbete Och Liv, pp. 9-10. 
*“Quantitative Measurement in Economic History,” Quarterly Journal of Economics 
(February, 1939), p. 167. 
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sists in his judicious blending of theory and history, the binding element 
between the two being the constant posing of problems, the theory being 
indispensable in their formulation, the statistics in their solution. 

Though devoted to scholarship, Heckscher has maintained a lively interest 
in current affairs, and he is by no means oblivious to the significance of 
historical research for attacking the problems of our own time. His faith 
in the possibilities of economic history as a link in a science of economic 
prediction, as well as his acknowledgement of its limitations, are best summed 
up in his own words: 

A science of prediction in the broader sense of the term presupposes a 
degree of stability in the subject matter that goes far beyond what the 
economic system yields. . . . The most that one can aspire to in methodical 
prediction in the economic sphere is what, to use a statistical term, can be 
called extrapolation of known curves, which can be judged to continue into 
the immediate future on the same course. The parallel among the natural 
sciences which lies closest at hand, and which is not too flattering for the 
economic historian, is meteorology, which nowadays can predict tomorrow’s 
weather in generally satisfactory fashion, but has scarcely discovered a 
method of determining the weather appreciably in advance. Through care- 
ful study of the way in which a current economic state of affairs has arisen 
and of its evolutionary tendencies, it is possible, I believe, to understand 
its significance and its immediate future, at least to a significantly greater 
degree than what is possible solely by studying a situation as if it were 
given once and for all, which is precisely the function of theory. 


WALTER GALENSON 
Berkcley, California 


War and Human Progress. By JoHN U. Ner. (Cambridge: Harvard Uni- 
versity Press. 1950. Pp. xii, 464. $6.50.) 

This book is, in the first place, a major contribution to the economic 
history of the period since the fifteenth century; especially, but not exclu- 
sively, to that of the arts and crafts, the industrial and commercial policies, 
that affected or were affected by the practice of warfare. Professor Nef here 
assembles the results of his own and others’ earlier studies, together with 
the harvest of his more recent travel and research in Britain and Western 
Europe. 

All else apart, this material is of great intrinsic interest and considerable 
novelty. One is struck, for instance—as was the author himself—by the 
persistence of aesthetic motivation until quite modern times in the design 
of cannon, firearms and ships of war, even at the expense of both quantity 
and efficiency. That is by no means the only evidence of a lost sense of 
style in international relations, whether military or diplomatic. Again, 
Dr. Nef’s studies in the development of the metals and other materials 
accessory to warfare call for the revision of many a historical cliché; par- 
ticularly that of “the” industrial revolution, its dating, relative progress 
in different lands, and social effects. 

But the book offers more than narrative economic history. In accordance 
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with the aims of the Chicago Committee on Social Thought, it endeavors to 
focus the insights of scholars in other fields on its central problem. “By 
itself and without its relations to the entire story of an epech, war can no 
more be properly the subject of history than economic devc.opment.” That 
broadens the scope to a difficult and exciting degree, which tc ~ less experi- 
enced explorer would spell danger. 

Professor Nef’s method is to keep asking questions of his material; his 
justification is that they are questions which every reflective student will 
want to ask. What was the effect of free scientific enquiry on military enter- 
prise, and vice versa? Why did the introduction of the gun, and later the 
bayonet, cause more apparent revulsion than the recent American resort to 
atom-bombing? What delayed for so long the military application of six- 
teenth and early seventeenth century technology? What was the effect of 
the Reformation on the will to kill? What were the restraints that made the 
period 1640-1740 one of relatively mild or limited warfare, and why did 
they so swiftly dissolve? What was the influence of the new conceptions of 
human nature and society? What of the rise of mass democracy under in- 
creasing industrialization? Why has not the extension of modes of com- 
munication brought a corresponding extension of effective human community? 

Such questions involve induction and interpretation, and the temptation 
to argue is almost irresistible. Philosophers and sociologists will have a field 
day with chapter nineteen—The Intellectual Road to Total War—and its 
three subdivisions: (1) the weakening of moral and aesthetic values; (2) 
the decline of intellectual bonds; (3) the cult of violence. In this and the 
final chapter of his work Dr. Nef is pointing up his history, quite legitimately, 
not toward a general theory of culture, but toward a working diagnosis of 
our current condition. “We find that never before has a movement towards 
war assumed such proportions as during the past century and especially the 
past fifty years . .. (we) have to believe as never before in the powers for 
good of the mind and spirit, and to act upon this belief, at the very time when 
the directions which the mind has taken are leading not towards peace but 
towards war.” 

The author does not analyse recent attempts at the elimination of war 
or the causes of war—that would require another volume—and the index 
has no reference to the League of Nations or disarmament. But he indicates, on a 
deeper level, the view of human motivation at which he has arrived, and 
certain broad conclusions to which it leads. He thus enhances the value of 
his fine historical contribution by an effort to make it significant and service- 
able to every thoughtful reader. 

A. ORTON 

Smith College 


Russia’s Soviet Economy. By Harry ScHwartz. (New York: Prentice-Hall. 
1950. Pp. xxvi, 592. $7.35; college ed., $5.50.) 

The great interest in the Soviet Union in general and in the Soviet economy 

specifically is natural under present conditions. Courses on the Soviet economy 
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are held at many colleges. Teachers are, however, compelled to recommend 
books they realize are of a greatly biased nature. An impartial reference or 
textbook is badly needed. Dr. Schwartz’s volume thus fills a very definite need. 

The great handicap, however, is that knowledge of the Soviet economy 
has not yet reached the textbook but is in the research stage and even in the 
early phases of that. Outright distortion is found in most important official 
data such 2s on national income, industrial output, trade, and incomes of 
the population. Even some of the biased writers are finally coming around 
to admit informational distortion on the part of the Soviets. In addition 
comes suppression—on an unprecedented scale—of such standard information 
as on population numbers, death and birth rates, farm output, wages, distri- 
bution of wage earners, price indexes, etc., arid even on such technical items 
as, for example, the cost of railway transportation. Research on the Soviet 
economy must largely proceed along the lines of detective work, piecing 
together patiently what little information there is, checking every Soviet 
figure, every word. 

Under such conditions it is impossible to present a good picture of the 
Soviet economy within the time that would not make the book out of date. 
Only prolonged work of many will bring our knowledge of the Soviet economy 
to anything conclusive. Moreover, with the rapid dwindling of the released 
evidence, the task of appraising Soviet economic developments is becoming 
ever more difficult. 

Schwartz’s book necessarily reflects all those shortcomings. His analysis 
of the industrial output and national income, for example, is based on the 
official indexes in terms of “unchangeable 1926-27 prices,” the highly mis- 
leading nature of which cannot be changed by any qualifications. New in- 
vestments are certainly a very important feature of the Soviet economy, yet 
their analysis was impossible because the official data are in terms of rapidly 
rising prices, with no price index available. Schwartz does point out that 
the data on retail trade in rapidly rising prices are meaningless, but he is 
unable to state the real changes in this important barometer of the well-being 
of the population. These are only a few examples of the topics not discussed 
at all, or inadequately discussed. 

Schwartz’s book contains, nevertheless, a great deal of useful information. 
In conformity with the nature of the evidence released by the Soviets and 
reflecting the progress of research outside of the USSR, general descriptions 
of resources, output of industrial goods in physical terms, operation of the 
transport system, and similar material represent the best portion of the book. 

Schwartz deserves credit for bringing Prokopovicz’ comparisons of changes 
in wages and food costs up-to-date with the help of price indexes computed 
by Kravis and Mintzes. Food costs are of course only an inadequate substi- 
tute for living-costs indexes. But the difference between the fantastic official 
claims and the bitter reality is so crass that the comparison serves a very 
useful purpose in spite of its defect. It leaves not the smallest doubt that 
such assertions as that 1937 was a year of unexampled prosperity for the 
Soviet consumer are not based on research. 
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The up-to-dateness of the book does not leave anything to be desired. It 
is indeed such as cannot be attained without sacrifice in maturity. The pub- 
lishers deserve unqualified praise. The book will no doubt be widely used in 
schools and everybody who needs quick reference will find it useful. The 
present writer himself turns to it not infrequently. 

Schwartz’s present job will keep him informed of current developments 
in the USSR. It is to be hoped that it will also leave him the considerable 
amount of time needed for improvements, specifically to follow the progress 
of research on the USSR, in order that future editions of the book may 
benefit from the new findings. 

Prefaces by political writers (in this case by William Chamberlin), no 
matter how deserving the person may be, seem to be out of place in books 
of this type. 

NAUM JASNY 


Washington, D.C. 


The Basis of a Development Program for Colombia. Report of the Mission 
to Colombia of the International Bank for Reconstruction and Develop- 
ment, headed by Lauchlin Currie. IBRD pub. no. 1950. 2. (Washington: 
Internat. Bank for Reconstruction and Development. 1950. Pp. 642.) 

Publication by the International Bank for Reconstruction and Develop- 
ment of The Basis of a Development Program for Colombia represents a 
landmark in the current efforts of the International Bank and its members 
to establish a broad framework for future collaboration. This comprehensive 
report prepared by a thirteen-man mission headed by Lauchlin Currie was 
designed as a working paper for the formulation of a development program 
to raise the standard of living of the Colombian people. Now under formal 
consideration by the Bank’s own staff and by a special Committee appointed 
by the President of Colombia, the report is likely to play an important role 
in Colombia’s future development policy. As the first comprehensive report 
outlining an economic development program prepared under the auspices 
of the International Bank, it may also influence the nature of economic de- 
velopment programming among many of the underdeveloped countries. 
The comprehensive report contains over 600 pages; a summary report of 
76 pages has been prepared in pamphlet form; and 10 technical appendices 
constituting about 150 pages have been made available. The outcome of 
nearly a year’s work by the mission, the comprehensive report covers a wide 
array of topics under two parts—‘‘first, a description and diagnosis of eco- 
nomic conditions and problems in the various fields discussed and, second, 
proposed measures for improvement and estimates of financial and other 
requirements to carry them out.” From the point of view of the Colombian 
government, the report represents a veritable textbook of economic policy, 
careful study of which can be expected to help sustain a high rate of economic 
progress and a more equitable distribution of the fruits of such progress. 
The program as developed in Part II of the Comprehensive Report covers a 
wide variety of actions and policies designed to raise the standard of living 
and production efficiency and to distribute gains more widely. While stressing 
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the desirability of a well-integrated investment program, the mission gives 
due recognition to all kinds of practices and policies, both in the private 
and public sectors, constituting correctible sources of weaknesses in the 
development effort. Though stressing the advantages to be gained from 
simultaneous improvements throughout the economy, the mission denies any 
intention to suggest that a radically new and different economic order be 
adopted by Colombia. On the contrary, the intention is rather “to modify 
an existing situation, to shift the emphasis somewhat, to suggest a multitude 
of improvements and reforms.” 

The need to place main reliance on the utilization of domestic resources is 
forcefully presented. The mission, showing a keen appreciation of the limits 
which surround any effort quickly to augment capital investment without 
greatly increased foreign capital inflows, carefully appraised the total amount 
of investment which the economy could support and the measures which 
would have to be devised, particularly in the fiscal and monetary sphere, 
to ensure implementation of the program while maintaining economic sta- 
bility. The mission’s analysis depends heavily on a tentative set of national 
accounts and on projections of productivity, employment, prices, govern- 
ment receipts and expenditures, etc. Although the resulting model of the 
national accounts for the mid-year of the program is subject to many 
reservations, it serves to support the conclusion that total investment of 
about 1 billion pesos in 1953 is a practical goal. 

The total investment program of 1 billion pesos covers the entire economy, 
including both the private and public sectors, and is distributed among the 
various sectors (industry, agriculture, transportation, mining, etc.). This 
program in its distribution among the sectors constitutes partly a projection 
of past trends, partly a reflection of an appraisal of specific projects, and 
partly the result of an assessment of social and economic priorities. 

In general, the assessment of relative priorities among the broad sectors 
of the economy constitutes one of the weakest areas in the report, although 
within particular sectors (transportation, for example) the analysis appears 
to be excellent. 

Although the mission emphasizes that the market place will still allocate 
a substantial part of investment resources, its formulation of the total invest- 
ment program by sectors implies that the figure for each field constitutes a 
target for public and private action. Given the absence of a common rationale 
for the estimates and the lack of any real justification for the recommended 
magnitudes in some fields, the investment limits for each sector cannot be 
accepted as targets, and no other purpose is apparent. 

From the viewpoint of establishing objectives for policy purposes in an 
economy which is not to be completely planned, an investment program 
might well be formulated along different lines, the detail dependent upon the 
degree and kind of influence which the government seeks to exert in order 
to secure its objectives. First, investment expenditures directly under control 
of the central government authority—with as fine a breakdown by fields or 
projects as prior analysis might justify; second, investment expenditures by 
other government divisions and autonomous agencies, with as fine a break- 
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down by fields or projects as prior analysis and the degree of control to be 
exercised might permit; third, those investment expenditures by non-govern- 
mental institutions over which the government would wish to exercise an 
influence through special financial and other aids offered by government 
institutions; fourth, other investment expenditures, over which governmental 
control would be limited to those imposed by general fiscal and credit policies, 
or to outright prohibition, The fourth area could not be divided into different 
fields, although if absolute prohibitions were contained in the program, the 
areas affected could be designated. The figure shown for “other investment” 
expenditures would represent a target only as a total—it would serve as a 
guide to those institutions implementing fiscal, monetary, and other indirect 
controls. The composition of investment in this sector would not constitute 
a target, although a continuing appraisal of its historical composition would 
be useful in reappraising the composition and magnitude of the public in- 
vestment program. 

Fortunately, the report already includes some of the elements necessary to 
fill in such an outline as that presented above. It is regarded by the mission 
itself as a first draft of a program, or as a working paper, which should serve 
as the basis for a definitive program. Disagreements will certainly arise con- 
cerning many elements of the program. It has been reported that the mission’s 
recommendations against some specific projects are already the subject of 
controversy in Bogota. The broad scope of the report should serve to put 
such controversies in proper perspective. 

GERALD ALTER 

Washington, D.C. 


The Closing of the Public Domain. By E. Louise Perrer. (Stanford: Stan- 
ford University Press. 1951. Pp. xi, 372. $4.50.) 

Unfortunately, questions of public policy frequently are the compounds of 
pressure politics, empire-building bureaucrats, compromises, jurisdictional 
disputes, administrative indecisions, and indifference on the part of a citizenry 
whose interests are affected. Often it requires a major catastrophe such as a 
flood, a drought, or an emergency created by the declaration of a state of 
war, before the masses are stirred and time-serving officials are moved to take 
measures they should have adopted years ago. Such forces influenced The 
Closing of the Public Domain, just as they are currently influencing policies 
of every conceivable sort. 

E. Louise Peffer, the historian-author of this painstaking volume focuses 
attention on several of these history-shaping forces. At the outset she modestly 
asserts that her study “does not purport to be a history of the public domain 
in the twentieth century.” Cognizant of the existence of more than one defi- 
nition of the public domain, she prefers that concerned with “the vacant, 
unappropriated, unreserved public lands.” Within these self-imposed limits 
inquiry is made into the causes for the change in attitudes, shifting from 
the earlier one of disposing the public domain to legally qualified entrants to 
that of preserving it in behalf of the public interest. 

This volume invites comparison with the pioneer work of B. H. Hibbard, 
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A History of the Public Land Policies, the product of a distinguished farm 
economist with historical insight, and a later study by Roy M. Robbins, Our 
Landed Heritage, which integrates land history with other forces shaping 
American civilization. Miss Peffer begins by briefly recapitulating the changes 
in attitude during the late nineteenth century, placing major emphasis on the 
grazing lands but smaller and varying degrees of attention on national forests, 
water resources, mineral lands, taxation, land use problems, and related 
subjects. Her investigations carry her down through the post-World War II 
era. Hibbard begins his work with the early national period and closes in 
1923, while Robbins starts in 1776 and ends in 1936. All three are primarily 
concerned with federal lands. Miss Peffer, like Hibbard, is concerned with 
policy matters, how and why they were formulated, treating the beginnings 
of conservation, the departmental feuds, pressure groups, and sectional atti- 
tudes. Like Robbins, the author treats the twentieth century, but unlike him 
she places the various issues, conflicting attitudes and interests in sharper 
focus. Because of this, the economist is apt to find The Closing of the Public 
Domain more suited to his purposes. A distinction is drawn between the 
ending of the frontier and the closing of the public domain. The frontier, as 
Turner saw it, had passed years ago, while the public domain discussed here 
is a post-Turner phenomenon, devoid of the far-reaching influences of the 
former. In fact, what happened after the frontier had passed well confirms 
much of what Turner wrote. The author concedes that Congress and private 
and sectional interests are to blame for many of the abuses to which the 
public domain has been exposed, but she also finds that an indifferent and 
ignorant populace is just as much, if not more, at fault. 

Miss Peffer has written a penetrating and realistic account within the 
limits of her stated purpose. The Congressional Record, legislative committee 
reports, standard secondary accounts, periodicals, newspapers, personal corre- 
spondence, and departmental reports are conspicuous among the sources con- 
sulted. Her account is descriptive and analytical, and reflects a judicious 
blending of the chronological and topical approaches in the handling of her 
materials. If anything, one might have wished for a broader treatment of 
the subject with a greater stress on environmental factors, and perhaps a 
closer observation of the field through the eyes of the people who were being 
directly affected. 

In concluding, one can hardly minimize the many merits which the inter- 
disciplinary approach of this study reveals. It is heartening to observe that 
the author has discarded the traditional interdisciplinary intolerance, which 
has long plagued the social sciences, to bring forth this creditable volume. 

THEODORE SALOUTOS 

University of California, Los Angeles 


Twentieth Century Economic History of Europe. By Paut Apert. (New 
York: Henry Schuman. 1951. Pp. xiv, 466. $6.00.) 
This book is an account of the major economic events of Europe from 
1914 to the end of 1950. Somewhat more than half is devoted to the period 
since the beginning of the second World War, and the period from 1914 to 
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1939 is presented in large part as the background leading up to more recent 
economic history. The main value of the book consists thus in its being a 
presentation of the relevant facts shaping the economic progress of Europe 
in the last few years and the immediately preceding period which in germ 
contains some of the variables attaining their full import in the more recent 
past. 

The greatest merit of the work is its presentation of well-selected factual 
material. The style is clear and fluent and the tables are, almost without 
exception, lucid. The book has an excellent index. Dr. Alpert has used good 
judgment throughout in assembling the most relevant data and presenting 
them in an essentially objective and unbiased fashion. For example, the 
chapter on the postwar economy of the USSR attempts to present a compre- 
hensive picture of what development has taken place in the Russian economy 
since the end of the war—an effort which by necessity bogs down sometimes 
owing to the serious deficiency of reliable published data on production, con- 
sumption, monetary circulation, and fiscal policies. Another example of 
objective statement is the chapter on the postwar German economy, in which 
the changing fate of the German level of output is neatly related to the 
political developments since 1945 and in which, perhaps more bluntly than 
anywhere else, the impact of the deterioration in the world political situation 
upon the economic policies of one country is exhibited. 

One weakness of the work is that, on the whole, the interpretation of 
events is not as fortunate as the selection and presentation of factual ma- 
terial. The author has felt, correctly, that an adequate account of the eco- 
nomic history of any region must go beyond the purely economic variables 
and must relate them to political, social, and psychological factors. Un- 
fortunately, in doing this, Dr. Alpert often lapses into stereotypes or anec- 
dotes. For example, he explains British economic policy toward the rest of 
Western Europe, in part, by the “indomitable and most exasperating superi- 
ority complex” of the British (p. 433). In another place he argues that the 
failure of the Germans to receive assistance in France in 1931 was due in 
no small part to the lack of vision and generosity on the part of Pierre Laval, 
the ‘‘auvergnat horsedealer” (pp. 154-55). Examples such as these occur all 
through the book and somewhat mar its general excellence. Dr. Alpert’s 
evaluations of French, British, or German national character, as well as his 
characterizations of public figures, are too facile and superficial to carry 
much conviction. 

A second demerit of the book is its almost complete lack of critical appraisal 
of policies and events. Although the stated aim of the work is to present an 
objective account, objectivity is not served by absence of criticism. Dr. 
Alpert takes the line of an enlightened well-meaning liberal, who abhors 
regimentation of the Nazi or Soviet type and «sho believes that laissez-faire is 
essentially a hopeless policy since it is likely to lead to domination by 
monopolies. He favors what is commonly regarded in Western Europe as a 
policy of “political and economic democracy,” which implies a certain extent 
of central planning; he favors Western-European political unification, and 
the increasing integration of the economy of the Marshall Plan countries. 
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Hence he is unequivocally behind such measures as the European Payments 
Union, the Schuman plan, the Benelux and the Italo-French custom’s union, 
and the Council of Europe. He sees essentially no flaws in any of these 
policies and if some of them are difficult to realize, he merely states the fact 
that such difficulty exists without indicating specifically the tendencies 
operating against their successful implementation or the potential dangers 
that their realization may imply. The result is that the reader, although 
informed on what actually occurred, is only in a few instances informed 
about the choices that were open before a particular policy was decided upon, 
and about the relative advantages and costs of alternative policies. If it is 
argued that such considerations are essentially analytical and have no place 
in a historical account, one can reply that much of the book deals with history 
of such recent vintage that the final effects of many policies discussed in the 
book are not certain. Moreover, it is the author’s opinion that the recent 
economic history of Europe may serve as a “particularly instructive example” 
for Americans (p. xiii). A specialist might draw the appropriate conclusions 
himself; but the major audience of this book will be—and should be—students 
and general readers. If Dr. Alpert intended the book to be a guide for 
Americans to avoid pitfalls of economic policy and to follow a path that is 
likely to lead to welfare and peace, more critical evaluation of alternatives 
was certainly called for. It is thus regrettable that Dr. Alpert confined him- 
self almost exclusively to straight, factual reporting of historical events, 
for in this field he has shown force and lucidity. Primarily for this reason 


the work may be used as valuable collateral reading in any course in which 
it is desired to acquaint students with the main facts of recent European 
history. 


Bert Hoseritz 
University of Chicago 


Statistics and Econometrics 


Statistical Inference in Dynamic Economic Models. Edited by T. Koopmans. 
(New York: John Wiley & Sons. 1950. Pp. xiv, 438. $6.00.) 

Eleven outstanding econometricians and mathematical statisticians have 
written a total of nineteen articles or chapters which together with the auxiliary 
indexing, etc., make up this exceptionally formidable book. 

The excellent fifty-page introduction by J. Marschak develops the nature 
of the problems dealt with in the rest of the book and surveys the results 
achieved. 

Part One deals with three subjects: identification, estimation, and compu- 
tation. T. C. Koopmans, H. Rubin, and R. B. Leipnik present jointly a 
nearly two-hundred page systematic treatment of these problems. This is 
followed by several short articles or notes: three on problems of identifica- 
tion, by A. Wald, L. Hurwicz, and T. Haavelmo, respectively; four on prob- 
lems of structural and predictive estimation, by L. Hurwicz, T. C. Koopmans, 
A. Wald, and T, W. Anderson, Jr.; one on some computational devices, by 
H. Hotelling. 
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The problems dealt with in Part One were all closely related to the 
assumption that the economic models to be tested and estimated involve 
simultaneous equations. In Part Two the existence of simultaneous equations 
is relegated to the background and attention is focused on more specifically 
time series problems. Three articles, by L. Hurwicz, H. B. Mann, and R. L. 
Anderson, deal with problems connected with trend and seasonal movements. 
Certain estimation problems are considered by H. Rubin and L. Hurwicz, 
respectively, and an article by T. C. Koopmans on models involving a con- 
tinuous time variable completes Part Two. 

Part Three deals with specification of hypotheses. T. C. Koopmans speci- 
fies when an equation system is complete for statistical purposes; L. Hurwicz 
briefly considers systems with non-additive disturbances; and H. Rubin has 
a note on random coefficients. 

The main purpose of the extensive labors leading to this volume has been 
the adaptation of statistical methods to the peculiarities of the data and 
the objectives of economic research. In so far as this volume gives any 
indication, the peculiarities of the data and of the objectives that should be 
taken into consideration are obvious enough not to require any supporting 
evidence. 

The view underlying the problems dealt with in this study is that by means 
outside of those considered in this volume we have or may obtain non- 
quantitative knowledge of the structure of the economic system and that we 
wish to determine from non-experimental data the values of the parameters 
of the structure in order to provide guidance to policy makers by predicting 
the consequences of changes in the structure. The problem thus is somewhat 
analogous to that of giving a radio to a physicist and asking him to determine 
the operating characteristics of each component part merely by observing 
the radio as it plays but without being able in any way to take it apart or 
rearrange its circuits or perform experiments on it. If given a wiring diagram 
and a specification of what are to be treated as the component parts, our 
physicist could determine the operating characteristics of each of the specified 
components; then a radio engineer could form some judgment as to the 
consequences of rearranging the components in any desired manner in much 
the same way that an economic policy maker might use information about 
the operating characteristics of components of the economic system, such as 
consumers, investors, etc., to predict the consequences of a modification 
or rearrangement of the components. 

It is quite clear that in general one cannot determine uniquely the behavior 
characteristics of components from non-experimental observations on a 
system. Therefore, a major problem to be faced is whether it is possible to 
determine from such data the parameters of a model of the system on the 
assumption that the model is a correct one. This is known as the problem of 
identification and the treatment of this problem represents in this reviewer’s 
opinion one of the outstanding contributions of this volume. Whether identi- 
fication is possible depends, as might be expected, on what kind of a model 
is specified and how completely it is specified. The identification problem is 
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a problem purely in deductive logic and prior to any problem of estimation 
from samples. The question to be answered is whether or not one has in- 
vented a model which, if it were an accurate representation of reality, would 
generate data from which inference of the parameters of the model would be 
possible. 

For all practical purposes, the models dealt with are restricted to linear 
systems of difference equations involving as many equations as unlagged 
endogenous variables. In addition, the equation systems contain exogenous 
variables and lagged endogenous variables. Each equation is regarded as 
including a disturbance which is assumed to be subject to a joint probabi-ity 
distribution. Besides an extensive treatment of the identification problem 
with respect to such models, estimating their parameters from observational 
data also represents a problem central to this volume. While greatly impressed 
with the skill shown in attempting to handle this problem, this reviewer has 
many misgivings as to the applicability of the results obtained to problems 
of estimation facing the economist. These misgivings do not stem from any 
discovery of error in the deductive logical operations carried out, but 
rather in a failure to accept the premises as being realistic and the large 
sample characteristics of the estimators as applying to small samples. 

In order to use legitimately the estimation procedures actually developed 
and presented in this volume, it is first necessary to know the following 
things: (1) Variables that need to be included. (2) Numbers of equations. 
(3) Form of equations. (4) Variables to be included in each equation and 
variables to be excluded. (5) Lags with which each variable is included in 
each equation. (6) Which variables are exogenous. It is also necessary to be 
able to assume that: (1) Errors of observation are negligible. (2) That the 
disturbances in each equation are uncorrelated with themselves and with 
each other for all lags other than zero. (3) That the disturbances in each 
equation may be considered as random drawings from a normal joint 
probability distribution. (4) That the disturbances in whatever system 
determines the exogenous variables must be distributed independently of 
disturbances in the model under consideration. 

The above things are supposed to be furnished by the economist before the 
statistician starts to work. However, close inspection of the above lists would 
seem to make it evident that most of the big problems of inference must 
be solved before one can reasonably apply the techniques considered in this 
volume and that the economic theorist is in no position to make intelligent 
guesses on many of the above items. Since the above things must be assumed 
before the techniques of this volume are applied and since the application of 
these techniques does not provide a test of these assumptions, it is clear, as 
stated in its introdui‘on, that this volume is little concerned with testing 
hypotheses. 

Furthermore, no evidence seems to have been presented that any of the 
four assumptions listed are usually justified. On the contrary, it seems evi- 
dent that some or all of them are usually not justified. Errors of observation 
of the order of five per cent of the figure measured would clearly be far 
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from negligible in many systems that appear reasonable and yet who would 
wish to argue that errors of this magnitude are not to be expected, particularly 
after reading Oskar Morgenstern’s book?? 

The second assumption relating to uncorrelated disturbances or error 
terms does not in general seem justified, and evidence concerning the unreal- 
ism of this assumption can be found in an article by D. Cochrane and this 
reviewer.” 

I do not know of any evidence supporting the third assumption, and I 
wonder if the fourth has or can readily be given an operational meaning. 

Supposing that it were granted that the above assumptions were sufficiently 
good and that the economist could actually provide the needed a priori 
information. Would we then have clear sailing in the application of the 
estimation techniques developed in this book? At this point it is to be noted 
that only very large sample characteristics of the estimators developed in 
this book have been obtained. In this reviewer’s opinion the desirable 
characteristics found for these estimators do not carry over for samples in- 
volving only twenty or thirty observations. Evidence for this contention may 
be found in a second article by this reviewer and D. Cochrane.* In addition, 
this article furnishes evidence that the estimation procedures developed in 
this volume are quite sensitive to a breakdown of the assumption of non 
auto-correlated disturbances. 

Leaving aside the difficulties discussed above, let us consider for a moment 
how the policy maker might use completed models of the type dealt with in 
this volume. One important use which the policy maker might wish to make 
of them is that of predicting the effect or at least the direction of the effect 
of changing one of the exogenous variables. It should be noticed that these 
models cannot by themselves provide such predictions even if the parameters 
have all been estimated correctly. The reason is that it is not assumed that 
the exogenous variables move independently of one another and yet no esti- 
mation is made of the way in which their movements are related. Therefore, 
in order to predict even the direction of the effect of moving one exogenous 
variable, it is first necessary to specify the effect on all of the other exogenous 
variables of movements of the particular one to be controlled. 

This review has contained a number of rather critical comments about 
the estimation methods presented in this volume. However, it should be 
evident that the real difficulty lies not with the authors of this volume but 
with the intractable nature of the problems they have set for themselves. 
Thus, even though the achievements of the authors have been very great, the 
problems are still greater. The way out of our present impasse is not clear, 


*O. Morgenstern, On the Accuracy of Economic Observations (Princeton University 
Press, 1950). 

*D. Cochrane and G. H. Orcutt, “Application of Least Squares Regression to Relation- 
ships Containing Auto-Correlated Error Terms,’ Jour. Am. Statistical Assoc., Vol. 44, 
(Mar., 1949), pp. 32-61. 

*G. H. Orcutt and Donald Cochrane, “A Sampling Study of the Merits of Auto- 
Regressive and Reduced Form Transformations in Regression Analysis,” Jour. Am. 
Statistical Assoc., Vol. 44 (Sept., 1949), pp. 356-72. 
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but perhaps it lies in some modification of our objectives along with a greater 
attempt at obtaining more tractable and more informative data. Complicated 
statistical techniques are made necessary by poor and inadequate data but are 
never any substitute for good and adequate data. The need for analysis of 
more tractable and adequate data becomes all the greater if the objective is 
to test economic hypotheses in addition to estimation of some parameters. 

Guy H. Orcutt 

Harvard University 


Index Numbers. By Bruce D. Mupcett. (New York: John Wiley & Sons. 
London: Chapman & Hall. 1951. Pp. x, 135. $3.00.) 

Professor Mudgett’s Index Numbers is more concerned with philosophy 
than technical details. Its purpose is a critical attack on fixed weights in 
government price series. The first two-thirds of the book, Part I, is devoted 
to establishing a basic theory into which fixed weights cannot fit. The re- 
mainder is devoted to a critique of two current index numbers using fixed 
weights: the wholesale price index and the cost of living index of the Bureau 
of Labor Statistics. 

Attempts to establish a basic philosophy of index numbers have often 
proved frustrating. As the science developed, it formulated a number of tests 
that the well-behaved index number ought to meet. Then it discovered that 
no single index number can meet them all. Two of these, rarely met in the 
same index and never in the same variable weight index, are the circular test 
and the factor reversal test. The incompatibility of these tests has forced 
students of index numbers to make an unpleasant choice. Some, like Irving 
Fisher, have accepted the factor test at the expense of the circular, and have 
thus been led to a limited choice of a few select formulae, like the “Ideal” 
index number. Others, however, have preferred the circular test and have, 
perforce, been led to accept fixed weights as the means of achieving this 
end. Some discussion of these tests is essential to understanding Mudgett’s 
book. 

In ordinary terms the circular test merely means that if we proceed from 
year O to year k, we should obtain the same result whether: (1) we proceed 
in a series of annual chain indexes, or (2) we proceed directly from 0 to k 
in a single step. When this test is met, an index number series can be shifted 
readily from one base year to another without recalculation, and herein lies 
the great appeal of this test. Mudgett considers the test illogical and shifta- 
bility of bases unnecessary. Although some of his arguments seem strained, 
others are cogent. He points out, for example, a common inconsistency, say- 
ing: ‘Most students of index numbers today appear to accept the fixed-weight 
aggregative formula as being, for practical purposes, the best, at least if the 
weights are revised every decade or two; but they also seem with about equal 
unanimity to insist upon the importance of the selection of some normal 
period as base. But fixed-weight aggregatives are shiftable without error 
and are therefore no more tied to one particular base than to any other base.” 

The factor reversal test is applied to pairs of formulae—one for prices and 
one for quantities—either of which can be derived from the other by a simple 
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interchange of p’s and q’s. Thus the Paasche price formula Po; = =piqi/=poqu 
is transformed into a quantity formula Qo: = =p.qi/=piqo. The factor reversal 
test then requires that Po: * Qo: ==piq:/=Poqo, where the ratio on the right 
is the known change in total volume of transactions between year 0 and year 1. 
Mudgett likes the factor reversal test, but he does not insist upon it: “. . . the 
time and factor reversal tests are good supplementary methods to help in 
selecting formulas, provided that certain prior logical conditions are met. 
Of these conditions the one that the formula shall use only the p’s and q’s 
of the two periods compared is absolutely basic.” 

Mudgett could have avoided a serious basic contradiction if he had insisted 
on the factor test, for he chose to build his entire logical system on a defini- 
tion that puts a high premium on this test. The problem of index numbers, 
according to him, is tec decompose a known value ratio. Given complete 
data on expenditures in two years for a specified set of commodities, the 
change in total expenditures can be readily expressed by the ratio =piqi/Zpoqo. 
But how much of this value change is due to price changes and how much 
is due to quantity changes? Accordingly, we make index numbers for prices 
and quantities that satisfy the decomposition equation Po:Qo.: = Vo. 

Obviously, the decomposition equation will be satisfied by index numbers 
meeting the factor test. It can also be satisfied by other index numbers 
provided that either the price component or the quantity component is 
specially defined. Suppose, for example, we choose the Paasche price formula. 
We are then barred from using the Paasche quantity formula, except as an 
approximation, for the factor test will not be met, and the decomposition 
will not be perfectly performed. But we can define an arbitrary quantity 
formula as follows: 


Vox 
Qo: = = 


Por {Poq: 


The expression on the right happens to be the Laspeyres quantity formula 
which means that combination of the Paasche price formula and the Laspeyres 
quantity formula will assure complete decomposition. 

Mudgett makes no special provision for achieving decomposition in the 
selection of formulae—either through the factor test or judicious definition. 
As a result, six of the seven formulae listed by him as basic are not capable 
of performing decomposition perfectly—though some may provide good ap- 
proximations. (Mudgett does not suggest the possibility of combinations, such 
as the Passache price formula with the Laspeyres quantity formula.) The 
one formula that does decompose is the Ideal. 

I believe that the strictly logical consequences of the decomposition defini- 
tion are the acceptance of the Ideal index number, or some of the few others 
that accurately decompose and are yet relatively simple. Such acceptance, of 
course, does not preclude the use of other formulae that provide good approxi- 
mations in practice. This was the approach of Irving Fisher. He rated index 
numbers according to their approximation to the Ideal. Among those rated 
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superlative are several that do not meet the factor test or provide decomposi- 
tion. 

Finally, we must consider the theoretical acceptability of the decomposition 
approach. Here Mudgett makes a good case that much of our basic economic 
thinking implies decomposition in one way or another. A specific example is 
the famous equation of exchange, PT = MV, where there is a clear need to 
decompose the known volume of monetary transactions, MV, into its price and 
quantity components. 

But though this argument for the decomposition definition has genuine 
appeal, it does not dispose of other definitions that may be desired for specific 
purposes. Take cost of living, for example. Instead of decomposing an observed 
increase in consumer expenditures, many students of index numbers believe 
that the perfect formula should measure the increased cost to consumers of 
obtaining the same satisfaction from goods purchased. Theoretically, this con- 
sumer utility approach has great advantages, having been shown to eliminate 
many of the inconsistencies and ambiguities inherent in other approaches. At 
the same time it presents grave practical difficulties because of our inability to 
measure utility effectively. 

Possibly market basket type index numbers—like those of the BLS—are a 
very rough application of the utility principle. To the extent that a fixed 
market basket of goods can represent a constant source of human satisfaction 
over a considerable period—most economists would be reluctant to make any 
such assumption—the cost of this basket may be regarded as a useful index 
number consistent with the utility approach. In fact, I believe that market 
basket indexes can be condemned on two counts only. First, if we are willing 
to deny utility economics altogether, we can consistently assert that all 
attempts to measure utility or the cost of human satisfaction are basically 
futile. Second, we may argue that those who make and use market basket 
indexes do so in the mistaken belief that they are a good practical means of 
achieving decomposition. This second view, apparently, is Mudgett’s and 
although it has merit, it does not take adequate account of the many writers 
who are clearly seeking something other than decomposition from their 
indexes. 

This recalls a remark by Irving Fisher that the purpose to which an index 
number is to be put should not affect the choice of formula. Mudgett concurs 
in this position explaining that “purpose” can mean only the list of commodi- 
ties covered—whether wholesale, retail, or consumer budget items. Now we 
have just shown that “purpose” should mean a great deal more than commod- 
ity coverage. In Mudgett’s system, the purpose of an index number is to 
decompose a value ratio. For the utility theorists, however, the purpose of an 
index number is to measure the changing cost of obtaining personal satisfac- 
tion, and for this purpose the ability to decompose accurately is not essential. 
It is regrettable that this book does not recognize the really fundamental dif- 
ferences existing between these two basic approaches to index numbers. 

Davip DurAND 

National Bureau of Economic Research 


172 THE AMERICAN ECONOMIC REVIEW 


The Structure of American Economy, 1919-1939—An Empirical Application 
of Equilibrium Analysis. Second edition enlarged. By Wassity W. 
Leontier. (New York: Oxford University Press. 1951. Pp. xvi, 264. 
$5.75.) 

This second edition of Professor Leontiei’s book contains no material that 
has not been published before. In addition to a reprint of the first edition, 
there are four papers which had previously appeared separately, and a 1939 
input-output table. The value of this additional table to those who are inter- 
ested in data on the U. S.-economy can hardly be overestimated. The new 
chapters add to the old (1) a discussion of the theory and application of the 
open input-output model, and (2) some evidence as to how good the input- 
output matrices are at predicting requirements. 

The first edition of the book was concerned exclusively with the theory and 
application of closed input-output models. In such a model the entire economy, 
including households, is broken down into sectors or industries. The basic 
assumption is that each industry must purchase, per unit of product, a fixed 
amount of the output of each other industry. The outputs of the industries are 
the dependent variables, while the flow coefficients (which show the amount of 
each industry’s output which is required to produce a unit of output of each 
other industry) and the investment coefficients (which show the proportion 
of the total revenue of each industry which is invested) are the independent 
variables. The mathematical model has one equation for each industry. These 
equations state, for each industry, that the output of the industry less sales to 
all other industries must be zero. The sales of each industry to each other 
industry are proportional to the output of the purchasing industry. There are 
as many equations as there are unknowns, i.e., industrial outputs, and the 
system is determined except for a scale factor.* A similar closed system may 
also be used to determine relative prices. 

The closed model is designed to analyze the effect on various outputs (or 
prices) of changes in the flow or investment coefficients. It cannot analyze 
the effect of a change in the output or price of any commodity since all prices 
and outputs are dependent variables. 

An open input-output model is designed to analyze the effects of a change 
in the purchases of some particular industry A upon the outputs of all other 
industries. In order to do this, one equation is dropped from the closed system 
described above, and the purchases of industry A (defined as “final demand”’) 
are placed among the independent variables. The equation which is dropped 
is the one showing the sales of industry A to all other industries. There re- 
mains, then, one equation for each industry other than A, stating that the 
output of this industry less sales to all industries other than A is equal to 
“final demand.” The unknowns in this system are the outputs of all industries 
other than A, and there are as many linearly independent equations as there 
are unknowns. It should be noticed that in this model the purchases and sales 
of industry A will balance only by accident. 

*A preliminary version of the 1947 table has now been published in the Scientific 


American for October, 1951. 
* This is because one of the equations is not linearly independent of the others. 
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The open model can also be designed to answer questions about the effect 
of a change in one price upon the other prices in the system. It is usually used, 
however, to determine the effects of changes in purchases by households or 
government, or to determine what total output would be required of each 
industry in order to meet a given set of “final demands” by households or 
government. 

In Chapter D of Section IV, Professor Leontief compares the input-output 
method with two other methods of predicting requirements. He uses the 1939 
table combined with the actual household purchases for 1929 and 1919 to 
“predict” the total output of each of thirteen industries in these years. Alter- 
natively, he predicts the outputs of each of these industries by assuming (a) 
that the ratio of the total output of each industry to total household purchases 
from all industries was the same in 1919 and 1929 as it was in 1939, and 
(b) that the ratio of the total output of each industry to the household pur- 
chases from this industry was the same in 1919 and 1929 as it was in 1939. He 
compares the outputs “predicted” by each of these methods with the actual 
outputs, and finds that the input-output method has a substantially lower 
standard error of prediction than the other two methods. 

This reviewer, however, is not entirely convinced by this demonstration, for 
two reasons. In the first place, Professor Leontief uses data from only one 
year, 1939, to make his “predictions.” With present techniques it is not possi- 
ble to use more data if the input-output method is used. For either of the 
alternative methods, however, it would have been possible to use data for 
more years, and this probably would have increased the accuracy of the “pre- 
dictions.” Furthermore, if one were predicting the future instead of the past, 
it would be possible to use more recent data for the alternative methods than 
for the input-output method, since it takes about four years to prepare an 
input-output table, and such tables are not computed for every year. 

In the second place, Professor Leontief also predicts 1929 total outputs by 
means of his 1939 table in Chapter A of Section IV, for a nine, instead of a 
thirteen, industry classification. The standard error of the “predictions” re- 
ported in this chapter is, according to my calculations, essentially the same as 
the standard error of prediction which Professor Leontief reports for the alter- 
native methods discussed above.* 

This does not mean, of course, that the input-output method is not a very 
powerful tool which should improve as more accurate and detailed data be- 
come available. It does suggest, however, that, given the present state of the 
art, the user of the input-output technique who was no more fortunate in his 
choice of industrial classification than Professor Leontief was in his Chapter 
A might do just as well with some cruder and less expensive technique. 

G. Diran BopDENHORN 
The RAND Corporation : 


*In his book, Professor Leontief uses the “open” model to determine the effect on em- 
ployment of various changes in household consumption and exports, and to determine the 
effect on prices of various changes in wages and profits, as well as to predict requirements. 

“On page 218, the standard errors of prediction of the 1929 outputs are reported as 
1744 and 1539 millions for the alternative methods. The standard error of the predictions 
made with the 1939 table on page 155 is 1652 millions. 
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Statistics jor Economics and Business. By DoNALp W. and E. F. Linp- 
outst. (New York: McGraw-Hill. 1951. Pp., ix. 276. $3.75.) 

These texts are not materials which will interest the professional statistician, 
but rather they consist of a text and work book for the layman student of sta- 
tistics. They “. . . may be considered as constituting a method of teaching a 
first course in statistics for students in economics and business. These materials 
stress as much as possible the uses and interpretation of statistics and mini- 
mize as much as possible the mathematical theory of statistics and the me- 
chanics of computation” (p. v). Their reputation, therefore, will depend upon 
how well they are adapted to the pedagogical problems of the first course in 
statistics. 

The substantive aspects of this text are likely to provoke considerable disa- 
greement among reviewers. While I find the authors’ style clear and precise 
and the selection of illustrative data unusually appropriate, I would, on occa- 
sion, change the relative weight of treatment given certain of the major analyt- 
ical categories. That is, I find the discussion of the frequency distribution 
(Chap. VI) inadequate. The chapter fails to provide any real basis for testing 
the relative advantages of various numbers of classes, class intervals, or class 
limits. It leaves out the importance of the mid-value in terms of its three 
underlying assumptions, which assumptions are important to subsequent 
grouped data computations. 

Chapter VI, “Measures of Central Tendency,” provides an understandable 
discussion of the arithmetic mean, and the median, yet it slights the mode, 
which may, on occasion, be the only appropriate measure of central tendency. 
The geometric mean is treated somewhat (pp. 83-84) in connection with rates 
of growth, while the harmonic mean is only mentioned in a footnote and the 
quadratic mean fails to appear. Perhaps this weighting is defensible in the 
light of the prospective uses which the layman statistician will have for these 
minor measures of central tendency. One wishes, however, that the geometric 
mean were here given more adequate treatment along with some significant 
examples of its peculiar fitness to ratio analysis. 

The most serious weakness of Chapter VI is the omission of any discussion 
of the characteristics of the various measures of central tendency, their fitness 
to certain types of data, and how their interrelationship may reveal the basic 
characteristics of data under analysis. The corresponding chapter (VI) in the 
companion Manual contains fifteen pages of problems and questions which 
bring out most clearly these characteristics of the measures of central tend- 
ency. Thus, “Each chapter in the text is almost inseparably associated with a 
chapter in the Study Manual, in which a series of leading questions and sug- 
gestive illustrations leads the students to important generalizations and forces 
upon them an appreciation of the limitations of the techniques being con- 
sidered. What is usually presented for memorization is here, whenever possible, 
drawn out of the student by his own investigation. The manual is thus in- 
tended as more than a supplement to the text. It is in itself an integral part of 
the presentation and represents largely a question rather than a problem 
manual. Hence the full significance of many of the statements in the text can- 
not be wholly appreciated until the problems and questions in the study 
manual are also considered” (back flap). 
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Chapter VII discusses the simplified techniques for computing measures of 
dispersion, concluding with a brief section on the “Important Characteristics 
of the Various Measures of Variability.” In general, the full significance of 
this material is left to the problems and the questions in the manual. The text 
states, “. . . these measures [of variability] are most useful in economics and 
business for comparisons of variability in two or more groups.” Yet the coeffi- 
cient of variation, the most useful comparative measure of variation, is never 
mentioned. 

Three chapters (VIII-X, pp. 103-69) on “The Normal Curve of Distribu- 
tion,” and “Sampling-Error Theory” are unusually well written. This material 
should be more meaningful to the casual student than has been true of these 
subjects in the past. In Chapter VIII special attention should be given to the 
section dealing with “Area Relationships under the Normal Curve” (pp. 108- 
15). Here the authors give in detail eight kinds of problems wherein a knowl- 
edge of the properties of the normal curve may be applied for solution. This 
chapter concludes with a better-than-average discussion of the place of the 
normal curve in statistical analyses of business data. Cautions concerning the 
appropriate meaning and uses of the so-called “law of normality” appear 
throughout the entire chapter, and they receive emphatic treatment at the 
close of the discussion, just prior to moving into the complex logical analysis 
of reliability and significance of difference. With the “Sampling-Error Theory” 
chapters, I find little disagreement. Their method of development is logical 
and precise and their analytical tools, illustrations and diagrams are particu- 
larly appropriate and meaningful. It is significant that this “best treatment” 
is associated with that particular subject which seems to give the greatest diffi- 
culty to students. 

Time series analysis is covered in Chapters XI to XIII (pp. 170-217). 
These materials are simplified and understandable. I do find, however, some 
weaknesses in Chapter XIII, “Secular Trend and the Business Cycle,” in that 
the techniques of least squares trend fitting are never carried beyond the 
straight line. Figure 38, on page 206, gives the impression that other types of 
more complex trends are to be discussed even though the adjacent text states 
that “. . . only the most simple type of trend-fitting procedure is discussed, 
dealing almost exclusively with the fitting of a straight line.” The treat- 
ment of. moving averages and least squares is unusually brief, to the sacrifice 
of some degree of clarity. There is no inclusion of available techniques to be 
applied in the determination of the most appropriate trend line. The chapter 
concludes with a good treatment of the concept of “secular normal” and the 
“Tsolation of the Business Cycle.” 

The two final chapters deal with simple linear correlation. Here the analyti- 
cal frame is of the conventional Pearsonian product-moment type. While one 
cannot argue that there is essentially anything wrong with this approach to 
correlation, I have found through experimentation that beginning students 
more readily grasp correlation from the variance approach. Not only is it 
simpler and more logical mathematically, but it is possible to combine graphic 
devices which provide the student with a type of geometric proof based on 
the three elements of variance; explained, unexplained, and total. Students 
see the unity of the analysis in the ties between the scatter diagram, the regres- 
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sion line, the standard error of estimates, and the coefficient of determination. 
Paden and Lindquist give theree pages (257-60) to the variance approach 
in their concluding section on correlation theory. The entire last chapter is a 
very worth-while and simple explanation of the concepts of regression, relia- 
bility, causation, the interpretation of r, and applied correlation. 

These materials are better suited to the first course in statistics than any 
ot. er available text. They are by no means the final work in the evolution of a 
teachable and generally comprehensible text in applied statistics, yet they do 
go a long way toward supplying that imperative need. A better text would 
contain some additional treatment of the technical aspects and much more on 
the interpretation and application of statistical measures. Students and pro- 
fessors alike should welcome this refreshing relief from the overly technical- 
mathematical texts of the past. 

GeorGE C. GrosscupP, JR. 

Miami University 


Economic Systems; Planning and Reform; Co-operation 


The Only Way—A Study of Democracy in Danger. By ALEXANDER LOVEDAY. 
(New York: Macmillan. London: William Hodge and Co., Ltd. 1951. Pp. 
xvi, 221. $2.50.) 

In this ably written and well-reasoned book, the author examines the ques- 
tion of how far individual rights and social rights can be reconciled with each 
other in a democracy. Democracy is defined as an ethical doctrine as well as a 
mode of government. Deprived of its ethical basis, democracy will not long 
survive. The author thus devotes two chapters to an analysis of the ethics and 
rights of democracy; five chapters deal with the dangers facing democracy; the 
last two chapters contain his proposals for a democratic policy in the future. 

The ethical doctrine is reduced to four rules. The individual himself is the 
best judge of his own capacities, opportunities and desires; his aim is the full 
development of his personality. To realize these ideals of the individual, two 
social goals are essential; a harmonious society, and an adapted natural en- 
vironment. These four ideals of democracy are confronted with the rights and 
duties of individuals. The so called “natural” rights of the individual are 
genuine rights; they are enforceable in a court of law. The social rights, like 
freedom from fear and want, constitute only goals for the guidance of national 
and international legislation. They are thus enforceable through collective 
action only and should not be recognized as specific rights of individuals. As 
ideals, individual freedoms and social freedoms are (almost) equally signifi- 
cant. As rights, however, only the individual freedoms should be given full 
legal recognition whereas social freedoms should be recognized only as ethical 
obligations of the public. 

In our time, democracy is imperilled by two dangers. Primary groups, like 
family, church, neighborhood, and schools, transmit inadequately the ethical 
rules of democracy to the young generation. The second danger springs from 
the determination of many to realize the social freedoms at any price. The 
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author accepts fully the argument that widespread fear undermines the ethics 
of democracy. His study of how war, depression and inflation are incompatible 
with democracy is perhaps the most original part of the book. Yet he insists 
that freedom from fear and want must be realized without loss of individual 
liberties. How can this be done? The danger of war can be eliminated only 
when sovereign states are replaced by a world government under which all 
citizens enjoy equal protection of their individual rights. Depressions and 
inflations can be avoided only when the appropriate economic actions of 
governments are based upon a generally accepted national economic policy, 
and when all important segments of the public fully cooperate in the execu- 
tion of this common policy. Only when this cooperation is forthcoming can 
governmental rules become an effective substitute for the play of the market. 
There is no attempt to study in detail the conditions necessary to attain—as 
J. M. Clark has called it—“group responsibility.” Instead, the author evalu- 
ates carefully the efficacy of monetary and fiscal as well as direct controls. He 
presents the practical limits of the former, and does reject direct controls only 
when they lead to a destruction of individual rights by governments. 

Did the author succeed in reconciling the essential principles of indi- 
vidualistic liberalism and social democracy? The reviewer can give only a 
negative answer. The principles of individualism seem frequently over-empha- 
sized. Witness the arguments for the need of a world government; a proposal 
totally out of place in the present fundamental conflict between social systems. 
Moreover, there is no sociology of social (secondary) groups, like social move- 
ments and their ideologies, or of economic groups like trade unions. Instead, 
the author implicitly presupposes social harmony of interests among groups. 
Therefore, he cannot come to grips with the conditions for cooperation among 
groups. Nor can he tell us how to attain the balance among rival groups which 
is required for their participation in the fight against inflation or depression. In 
leaving out ideological groups, the author is unable to assess the third and 
more immediate danger imperilling democracy; the external and internal 
threat of communism. Yet this threat is doing more than anything else to 
minimize the differences between disciples of individualistic liberalism and 
social democracy. Defense against communism has or will gradually create the 
community of purpose that will lead to the cooperation of rival groups in the 
fight against inflation as well as aggression. 

ARTHUR SCHWEITZER 

Indiana University 


National Income and Social Accounting 


First Report of the National Income Committee, April 1951. (New Delhi: 
Ministry of Finance, Government of India. Pp. 102. Rs. 1/6.) 


Although India has made substantial progress in the field of economic and 
financial statistics, no official estimate of the national income for India as a 
whole has been available. 

To close this gap the Government of India appointed in August 1949 the 
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“National Income Committee.” It is composed of leading Indian economists 
and has been assisted in its work by three prominent foreign experts on 
national income studies. In April 1951 the Committee released its preliminary 
report mainly to furnish the government with an estimate of the national 
income for 1948-49 (fiscal year April 1 to March 31) without delay. It is 
expected that the final report will be presented early in 1952. 

The Committee emphasized that its national income estimates are provi- 
sional for two reasons. The figures are in many cases based on material the 
reliability of which is not known or in other cases on calculations involving 
assumptions the validity of which is uncertain. Furthermore, it was not possi- 
ble to make many of the desired breakdowns of the national income for lack 
of relevant material. The estimates for 1948-49 will thus remain subject to 
large revisions on the basis of fresh material likely to become available in the 
future. 

The methods followed in the estimation of India’s national income have 
been governed by the availability of data. It has not been possible to use either 
the “inventory” (output) or the “income” method to cover the entire range 
of the economy. The total working force in 1948-49 was estimated and its 
distribution among different occupations was based on the classification of the 
economy by industry, including under the term “industry” also agriculture, 
services, and all other means of income generation. The inventory method was 
applied to as many sectors of the economy as possible. For the remaining 
sectors the income method was used, the number of workers in each category 
being obtained from the reorganized data on occupational classification. The 
estimate of the working force was based partly on the census which was taken 
in 1941 for the whole of India (including areas which belong now to Pakis- 
tan). But the 1941 census does not contain figures of occupational classifica- 
tion and is not comprehensive enough. Many adjustments had to be made 
because of the territorial and population changes. The recently completed 
census for 1951 will make it possible to provide new data for this important 
part of the national income estimate. ' 

Out of a population estimated at 341 million in 1948 the total working force 
is estimated at 132.7 million (principal earners plus working dependents) or 
at 120 million if only half of working dependents is taken into account. Around 
68 per cent of the working population was engaged in exploitation of animals 
and vegetation. 

The following categories of income are estimated on the basis of the “inven- 
tory” or value of net product method: (1) exploitation of animals and vege- 
tation including animal husbandry and fishing, (2) exploitation of minerals, 
and (3) industry. 

The value of these sectors represents 64.8 per cent of the estimated national 
income. How difficult the work of the Committee was can be seen from the fact 
that even where the inventory method was applied, good estimates of produc- 
tion exist only for these sectors: production in mines, factories, plantations, 
and state enterprises. Only a rough estimate is available for a great part of 
the agricultural production which represents 46.7 per cent of the total national 
income. It is even more difficult to obtain data on the sizable production of 
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cottage industries and small enterprises in general. All estimates have been 
obtained by calculating the value of each sector at its equivalent market value 
in terms of money. However, a large part of services and commodities—the 
barter or demonetized sector—do not enter into the market at all. The divi- 
sion into monetized and de-monetized sector is not possible with the available 
material. How important the barter sector is can be seen in one example; of 
the total output of rice, the main grain crop in India, only about 28 per cent 
is marketed. 

With regard to the sector of occupation where the income method was 
applied, a good basis for estimates exists for about 10 per cent of national 
income (government including railways, organized banking, and insurance) 
whereas nearly 25 per cent of the total national income was arrived at by a 
very rough guesswork. Although the Committee used all available information 
and was very ingenious in its attempt to reach results by a combination of 
various methods and a comparison backed by a thorough knowledge of the 
local conditions, the margin of error is undoubtedly very significant. 

The main numerical results of the national income estimate are these: The 
net national output (income) at factor cost is estimated at Rs. 87.1 billion 
(or about $26 billion at the 1948/9 rupees exchange rate). The value con- 
tributed by agriculture, mining, manufacturing, and hand-trades represents 
64.8 per cent of the total, while 82.3 per cent of the working force was en- 
gaged in these pursuits. Commerce, transport, and communications contrib- 
uted 19.5 per cent of which 16.3 per cent came from small commerce and 
transport which is a rather high proportion in view of the large barter sector 
of the economy. Small enterprises account for about 75 per cent of the net 
domestic products. The net output per engaged person averaged Rs. 660, being 
highest in railways and communication (Rs. 1,900) and in mining and factory 
establishments (Rs. 1,700), lowest in domestic services (Rs. 400) and agri- 
culture (Rs. 500). Relatively high is the figure of Rs. 1,300 per engaged 
person in government services. Consumer expenditure on food amounted 
probably to nearly 53 per cent of the national income. 

According to these estimates a working force more than twice of that of the 
United States produced only about 10 per cent of the U. S. national income, or 
one working person only about 5 per cent of the net output of one working 
person in the United States. 

The per capita income was estimated at Rs. 255 (= $76.5) which is higher 
than were various private estimates. The agricultural production is considered 
as being underestimated by 10-20 per cent, and the Committee points out in 
its notes attached to the Report that also the value of some of the other activi- 
ties was underestimated. Whether the margin of error is 20 or 30 per cent, the 
fact remains that the total national income of India is very low, measured by 
the standards of the more developed countries. The report also indicates that 
the main reason for this is the low productivity of agriculture where hidden 
unemployment is prevailing throughout the country. 

Attempting to establish a framework for national accounts, the Committee 
listed the following types of activities for which data are not available: con- 
sumer’s current expenditure, provision for depreciation, private capital forma- 
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tion and private saving. In some of these fields an improvement of information 
is expected in the near future because a good deal of new statistical data is 
likely to be available. However, for a country such as India it will be most 
important to have more comprehensive and dependable data on production 
and on distribution of national income. Very much remains to be done in 
analyzing and assessing the large barter sector of the Indian economy. 

The report of the Committee is an excellent piece of work and when revised 
will be an extremely important instrument for comparing the development of 
the Indian economy year by year and for programming what measures should 
be taken to achieve an increase in production. The methods applied and the 
results of the national income estimate for India will be very useful also for 
other under-developed countries. It will become possible to evaluate properly 
the role of the barter sector in the whole economy and to arrive perhaps at a 
comparison of national income per capita taking into account the various 
climatic conditions, and finally even to give proper meaning to the terms of 
low and high standard of living considering the different local and geographical 
circumstances. 

ANTONIN BaAscH 

Washington, D.C. 


Business Fluctuations; Prices 


The Problem of Employment Stabilization. By Berti OnLIN. (New York: 
Columbia University Press. 1949. Pp. 173. $2.75.) 

This little book is based on the Julius Beer Foundation lectures which Pro- 
fessor Ohlin delivered at Columbia University in 1947. He does not confine 
his discussion to the problems of depression, and the economics of “over-full 
employment” receive a good deal of attention. But Professor Ohlin, while 
admitting the “sad conclusion that the smooth adaptability of the economic 
system to some extent depends on the existence of a certain amount of un- 
employment,” is not one of those who wants very much unemployment. He 
explains how scarcity of labour may contribute to efficiency. He is anxious, 
however, that employment should be “full” rather than “over-full,” and what 
he means by this in concrete terms is perhaps illustrated by his statement that 
“it is very doubtful whether an increase of average employment from, for 
instance, 96 per cent to 98 per cent—apart from seasonal unemployment—will 
add to the volume of output.” In making the case against “over-full employ- 
ment,”’ Professor Ohlin is perhaps too much inclined to regard the case in its 
favour as turning entirely on considerations of aggregate output and employ- 
ment. The whole question of the composition of output—of over-full employ- 
ment as an unavoidable concomitant of having desirable capital-goods pro- 
duced at the expense of less desirable consumption-goods, the demand for 
which is restricted by the forces of inflation—is dismissed in a footnote as a 
temporary problem of postwar reconstruction. 

Professor Ohlin, believing in a policy of full employment, sees little future 
for “a liberal society of the late nineteenth century type”: “if an average of 
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88-90 per cent employment and a freer economic system were preferred to 
93-95 per cent and some central direction, then I am convinced that we would 
not be able to keep this relatively free economic system very long.” But one 
of his reasons for disliking over-full employment is that he wants “a social- 
liberal society of the kind the Western world, and certainly the Scandinavian 
countries, has been more or less drifting into in the last decades” rather than 
a centrally directed “semi-socialistic system.” Professor Ohlin’s account of the 
development of full-employment policy in Sweden lends point and interest to 
his concept of a social-liberal society. Among the devices mentioned in the 
chapter about Sweden is the introduction in 1938 of legislation to exempt from 
taxation special funds spent in a period of depression on buildings and con- 
struction, and a proposal of the Post-War Economic Planning Committee of 
additional children’s allowances to be used in times of depression for the 
purchase of durable consumer goods. 

Naturally, Professor Ohlin is much alive to the problems which face an 
individual country. He pleads for ‘‘an international coordinated policy to 
maintain a high level of employment. Here the United States can make two 
large contributions: It can try to maintain employment at home, and it can 
support a program of international collaboration.” Professor Ohlin prefers ex- 
change depreciation to trade restrictions as a means of restoring equilibrium 
of the balance of payments, but if this is to be justified it may be necessary 
that “creditor countries have moderate tariff walls, no quantitative restric- 
tions, and a relatively high degree of employment.” Neither generally, nor 
in connection with the postwar “dollar scarcity,” which Professor Ohlin ex- 
plains as rendering temporarily unavoidable the use of quantitative import 
restrictions, does he deal explicitly with import restrictions as a means of 
avoiding the seriously unfavourable movement of the terms of trade which 
exchange depreciation may involve. 

To many economists the main interest of the book will lie in the two con- 
cluding chapters—one on “The Swedish Theory of Unused Resources,” the 
other on “The Keynesian Theory of Underemployment.” The earlier, more 
practical, chapters have been written in the workaday language of the modern 
economist. It is only now, in these two theoretical chapters, that ex ante and 
ex post come into their own, though they do not seem to lead to much more 
than the rather obvious point about Keynes that his analysis is not “an 
analysis of a time-using process where the distinction between plans and 
actual results is essential.” Professor Ohlin does, however, make some im- 
portant criticisms of Keynes but these are put forward without any parade 
of ex ante and ex post (on the relationship between real wages and employ- 
ment and money wages; on the relationship between the stock of investment 
plans and the rate of investment; and on the relationship in the long term 
between thrift and the level of activity). Professor Ohlin’s conclusion about 
Keynes is that “there has certainly been no revolution in economic science 
in the 1930s.” Equally, in Sweden there is, he states, “no striking difference 
between the practical conclusions drawn from this combined theory, which 
was published in various Swedish books in the years 1933 to 1935, and the 
general ideas which economists used to believe in, in the 1920’s, except that 
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one had become more clearly aware of the fact that an increased disposition 
to save would not necessarily lead to larger investment.’”’ Such statements 
come naturally enough from a disciple of Wicksell, but for the rest of us 
who reflect on present-day modes of thought and expression and contrast them 
with those by which thought and expression were at one time darkened, revo- 
lution is not too strong a word. 
R. F. KAHN 
King’s College, Cambridge, England 


Money and Banking; Short-Term Credit; Consumer Finance 


Financial Institutions. ERwin W. BOEHMLER (editor), ROLAND I. ROBINSON, 
Frank H. Gang, and Lorinc C. Farwe tt. (Chicago: Richard D. Irwin. 
1951. Pp. ix, 650. $5.50.) 

As the title indicates, this textbook presents an introductory survey of the 
various financial institutions in the United States. The term “financial institu- 
tion” is used broadly to include not only business organizations and govern- 
mental agencies, but also established practices, customs and laws which taken 
together constitute the financial environment. 

The book marks a revival of the pioneering efforts of H. G. Moulton’ to 
develop the institutional approach to finance some three decades ago. While 
Moulton and his followers have had a significant influence, the traditional 
approach still prevails in which a few finance courses concentrate on limited 
areas of the field, with money and banking and corporation finance occupying 
basic positions. As a consequence, the student who takes only one finance 
course often emerges with little understanding of the field as a whole; and 
indeed the student who takes several specialized courses may find important 
gaps in his training. 

Thus, in designing a broad survey of finance as a prerequisite to more ad- 
vanced courses, the authors propose a considerable break with tradition. Those 
who take but one finance course will at least have a passing acquaintance with 
all phases of finance. Moreover, advanced courses can build on a broad intro- 
ductory background and can therefore be scaled on a higher level. 

In general, the authors have produced a work of high merit and have suc- 
cessfully accomplished the task which they set for themselves. One is espe- 
cially impressed with the fine integration of materials, the balance, and the 
absence of needless repetition, especially in view of the susnicion in these 
regards that is aroused by a multiple-author book. This difficult achievement 
has been fostered by the facts that all four authors have worked together in 
the development of the course at Northwestern University and that the mate- 
rials have passed through several planographed editions before publication in 
book form. As a consequence, the book gains strength from the specialized 
contributions of the authors without the sacrifice of careful integration. 

The organization plan is primarily pedagogical, proceeding from the simpler 
and more familiar institutions to those of a more complex nature. This pro- 


*H. G. Moulton, The Financial Organization of Society (Chicago, The University of 
Chicago Press, 1921), pp. 777. 
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cedure is justified, especially since it involves no serious violence to logical 
arrangement. Following an introductory chapter on the rdéle of finance, non- 
monetary institutions and functions occupy the next fifteen chapters (Part IT). 
The first five of these deal with short-term credit—one with credit instru- 
ments, three with commercial banking (nonmonetary aspects), one with spe- 
cialized short-term financing, and another with consumer credit. The next 
three chapters survey the instruments of corporate finance, investment bank- 
ing, securities exchanges, and operations of brokers and dealers. The remain- 
ing seven chapters of Part II deal with saving and savings institutions, insur- 
ance companies, investment companies, trustee services, urban real estate, and 
farm credit. Part III includes five chapters on monetary institutions—the first 
two on money and its creation by the banking system, the third on business 
cycles, the next on the Federal Reserve System, and the last on federal fiscal 
problems. Part IV consists of a single chapter on international financial insti- 
tutions. Thus, some attention is given to all phases of the whole gamut of 
finance. 

The only organizational flaw worth mentioning is in arrangement of mate- 
rials in Part III. In this reviewer’s opinion, credit creation by the banking 
system and business cycles (Chapters 18 and 19) could more effectively be 
considered after, rather than before, the Federal Reserve System (Chapter 
20). The problem of multiple expansion and contraction of bank credit could 
then be examined in its entirety, including both the commercial and central 
banking aspects. Also, the material on business cycles (Chapter 19), which 
now breaks the natural continuity between credit creation and central bank- 
ing, could be considered with the benefit of more adequate background. 

A feature of the entire work is the strong emphasis on economic functions, 
operations, and interrelationships, with the result that the student develops a 
firm understanding of the place and contribution of each institution to the 
economy as a whole. Another feature is the clear and coherent style of writing 
which with unimportant exceptions is sustained from beginning to end. Still 
another is the abundant use of current illustrative material set forth in text, 
tables, and charts. Also, there are included a suggestive bibliography and use- 
ful questions and problems at the end of each chapter. Answers to problems 
are provided in an accompanying Teacher’s Manual. 

The usefulness of this book should be wide, although the diverse nature of 
requirements imposes definite limitations. Many teachers will doubtless find 
that it effectively meets the need both for a terminal first course in the field 
and as a basis for further specialized courses. Others may find that it best 
serves as a supplement to more specialized texts by filling in the gaps of the 
over-all finance program. Obviously, the extent of its usefulness will depend 
on whether the finance program is designed along institutional or traditional 
lines. 

In conclusion, the authors have made a definite contribution by providing a 
comprehensive, carefully integrated, and well-written survey of the field of 
finance. 

G. W. WoopwortH 

The Amos Tuck School, Dartmouth College 
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Business Finance; Investments and Security Markets; Insurance 


The Stock Market. By Grorce L. Lerrier. (New York: Ronald Press. 1951. 
Pp. xii, 580. $6.00.) 

In many respects, Professor Leffler’s The Stock Market is one of the most 
realistic books in the field. Long years of teaching the subject have brought 
their reward while much of the material has obviously been gathered from 
intensive research on the actual scene. The manner in which the historical 
background is woven into the fabric of the text instead of being set apart and 
labeled “history” is especially refreshing. 

The “story” of the stock market, however, might flow more smoothly. This 
readily could have been accomplished by what seems to this reader a more 
logical organization of the material. For example, it is difficult to understand 
why the chapter on Bond Trading on the Exchange should not be placed in the 
early section of the book when the work of the Exchange is first being dis- 
cussed. The chapters on Stock Delivery and Transfer and the Clearing of 
Stocks naturally fall into the section following the execution of orders rather 
than where Leffler places them. 

Considering the complexities involved in the techniques of buying and sell- 
ing securities and the unfamiliarity of the general reader with the subject, it 
seems to me helpful to divide a book on the stock market into three sections 
somewhat as follows: (1) A discussion of the different types of securities and 
financial instruments; (2) A description of the Exchanges and the over-the- 
counter markets; (3) The tracing through of an order which would include 
the execution of odd lots as well as full lots and the description of the various 
techniques including margin trading, short selling and the federal regulations 
involved. 

In the present volume, the question can be raised as to why certain subjects 
are singled out to receive special treatment, such as the chapter on Con- 
vertible Securities. If this were a text on Investment Banking or Security 
Analysis, such a chapter would be indicated. Since there is so much material 
to cover on the stock market itself, however, it is questionable whether the 
space should be utilized for an extended discussion of any particular type of 
security. 

It should be added quickly that some of the chapters are especially well 
done. Chapter Two, Securities Available in the Market, is one of the best 
short descriptions of the various kinds of securities available to the public that 
this reader has ever been fortunate enough to discover. 

The treatment of the difficult subject of stock rights and the determination 
of their value can be used for classroom or employee training purposes. Some 
market experts may quarrel with parts of the theoretical discussion in this 
chapter, such as the intrinsic value of rights and the timing of sale, but gener- 
ally, it is a good exposition of the subject. Theoretically, it is correct to say 
that “the profit made by buying the stock at the subscription price is exactly 
offset by the decline in the market value of the stock after the operation is 
ended.” But the investor or speculator does not think in static terms. He is 
looking forward to the time the new capital will be put to work and through 
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additional earnings, overcome the initial dilution resulting from the issue of an 
increased number of shares. 

A major influence on the value of rights, recently, has been the tendency of 
investors to buy rights in order to take advantage of the 25 per cent margin 
requirement on stock bought through subscription by the use of rights. This, 
in many instances, has resulted in rights selling above their theoretical value 
while fluctuations in the price of the rights have depended primarily upon the 
trend of the general market. 

There is one temptation that most writers on financial subjects apparently 
are unable to hurdle. In covering the techniques of the stock market and its 
functions in relation to the economy, the professional teacher almost invaria- 
bly feels that he must include a discussion of security evaluation and security 
analysis. There is so much valuable technical and procedural information in 
The Stock Market that it is unfortunate Leffler fell into the same trap. In 
attempting to add in the final chapters of his book an approach to the practice 
of investment, he was necessarily forced to skimp in the treatment of the 
many detailed subjects involved. 

Take the matter of the relationship of interest rates to speculation. Volumes 
have been written on this subject. In the present text, the conclusions of major 
studies are set forth in little more than a page. As a result, the author forces 
himself to give about the same weight to the scholarly work of a Leonard 
Ayers on the subject and the perhaps sound but nevertheless casual observa- 
tions of lesser researchers. The necessity to economize in space probably in- 
fluenced Leffler to omit what may be the more important observations of some’ 
of the authorities he quotes. As a result, after finishing the reading of his 
discussion on the conditions affecting stock prices and theories of trading in 
the market, the reader finds himself more or less frustrated. This is almost 
sure to follow the treatment of a major subject in a few short chapters. 

Leffler would have made a more satisfactory presentation if he had confined 
himself to the valuable technical and procedural information in The Stock 
Market, adding only Chapter 30 on Sources of Information and Security Rat- 
ing, and Chapter 32 on Stock Price Averages, concluding with a chapter on 
Problems Facing the Stock Market. 

Before leaving the chapter‘on problems, this reviewer feels compelled to 
touch on the subject of corporation memberships. Leffler says that one of the 
big controversies facing the Exchange involves that of permitting “corpora- 
tions to become members of the Exchange.” This does not accurately state the 
problem that has been at issue for some time. The real question is one of 
“permissive incorporation,” i.e., to permit members to incorporate if they so 
desire. Such a change does not in the least imply the admission of “outside 
corporations” to membership, a distinction perhaps not important to students 
reading a textbook but quite important to members of the New York Stock 
Exchange. 

A new description of the functions and operations of the stock exchange and 
the brokerage business has long been overdue and we of the financial com- 
munity are happy that Professor Leffler undertook the task. In the revised 
edition, a more careful reading of the manuscript would eliminate certain 
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minor incorrect uses of technical phrases. As one who has been involved in 
the training of employees in the brokerage and investment business, this writer 
is happy to recommend Leffler’s book as required reading for those interested 
in the stock market. 
GEORGE WEISS 
New York, N.Y. 


Public Finance 


Public Finance: Principles and Problems. By M. SLAvE Kenprick. (Boston: 
Houghton Mifflin Co. 1951. Pp. xii, 708. $5.25.) 

Professor Kendrick has written what is, on the whole, a good introductory 
textbook. It proceeds from “sphere and relationships” to public expenditures, 
to public revenues, to fiscal policy, to an appendix on forest taxation which 
has no particular relation to the remainder of the volume. The volume is well 
organized. It is well written. It differs from many of its competitors in the 
field in the extent to which excellent historical backgrounds are laid for the 
discussion of important topics. See, for example, the sections sketching the 
development of state and local taxation (pp. 92-126), federal taxation (pp. 
127-63), the history and prospects of state and municipal debt (pp. 635-43), 
or the history of the federal debt (pp. 659-63). Unfortunately neither the 
difficulties under the Articles of Confederacy nor the problems of financing the 
Revolutionary War are mentioned. Nor does he rate the emergence of social 
security among the major historical developments in federal finance, though 
later these taxes are discussed (cf. The Taxation of Wages—Social Security 
Taxes, pp. 391-404). ; 

The author has tried with extreme care to state both sides of most contro- 
versial issues. See, as an illustration, his discussion of the question, should 
public u.ilities be exempt from taxation (pp. 255-57). His readers will also 
discover that he believes there is more to the subject of public revenues than 
the personal income tax. Some may feel, by contrast, that he devotes far too 
much attention to the property tax in its various ramifications. In any case, 
state and local problems are singled out for attention. The section on the taxa- 
tion of railroads and public utilities is typical. It is well balanced. The main 
theoretical questions and the difficulties of valuation are considered. Common- 
sense judgments, moreover, abound throughout the book. 

This is the only public finance text extant with pictures. This must be the 
publisher’s idea to increase sales appeal. Graphs, on the other hand, are not as 
numerous as they might have been. The discussion of sacrifice theories might 
be more meaningful to undergraduates if diagrams here had replaced the 
pictures employed elsewhere. The first table depicting the growth of federal, 
state and local expenditures since 1890 fails to show the expenditure peaks of 
World War I (years 1914 to 1923 are omitted). Nor does the section on 
“relative importance of sources of revenue” of the federal government contain 
tables or graphs to clarify the discussion. The account of the growth of state, 
local and federal debts as well as the burden of each, could have been improved 
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with the use of both historical tables and consolidated presentations of statis- 
tical data. 

The volume does not contain a bibliography or selected references to guide 
the student to the literature of the field. Many competing texts are mentioned 
in “he opening section (pp. 3-9). The footnotes throughout the book cover a 
wide range of supporting and illustrative literature, as well as interesting facts 
and comments. See, for example, the note on Arden, Delaware, a single tax 
enclave (p. 233 n.). But the citations to significant literature, or original 
sources, could be greatly improved. Edgeworth, Hobson, Rignano, Seligman 
and others are not referred to at all. But some of those who were included 
could have been omitted altogether without slighting their claims to even 
honorable mention. 

The author accords practically no place whatever to the budget or the 
budgetary process in his scheme of public finance. The word is not even in the 
index, nor is the device mentioned in the section on “The Problem of Con- 
trolling Public Expenditures,” except in a paragraph of eight lines where it is 
referred to as an accounting device: “. . . the view afforded by the budget is 
largely mechanical, a prospect of figures” (p. 76). Even the discussion of the 
process of determining maximum social advantages, following and citing 
Dalton, does not invoke the budgetary process. In the fiscal policy section 
there is little more than “Not many voices are raised in favor of a balanced 
budget in all years” (p. 678); or “surely the budget need not be balanced 
every twelve months” (p. 600). But without particular reference to the budget, 
the cyclical or counter-cyclical alternation of taxes, revenues and debts is 
discussed. 

Perhaps this is the place where the volume should be most carefully ap- 
praised. Kendrick said in his “A Word to the Reader” that “the basic problem 
in deciding what to put into this book was how to obtain a proper balance 
between the traditional approach and the new one” (p. viii). That new one 
regards “the operations of public expenditures, taxation, borrowing and pay- 
ment of debt primarily (and sometimes wholly) from the point of view of 
their effects on the economy” (p. vii). This new approach was reserved espe- 
cially for the section on Fiscal Policy, the concluding portion of the book. 
Cyclical or counter-cyclical questions and policies were not interwoven with 
other discussions throughout the text. Even in the final section, the chapter 
on “The Problem of Developing a System of State and Local Taxation” was 
mostly the “Model Plan” of the National Tax Association and was not related 
to cycle problems; nor was the chapter on coordinating taxes and revenues 
related to fiscal policy in the accepted sense in which that word is employed. 
These discussions could have appeared elsewhere with equal value. They were 
orthodox, old-line discussions of good quality. But Kendrick did distinguish 
the new from the old approach and made a good beginning in introducing fiscal 
policy to the student. 

It was somewhat difficult for the reviewer to understand just where Ken- 
drick stood on who pays for wars—the present or future generations. Simi- 
larly, the burden of an internal debt was not clear (pp. 673-74). The question 
seemed to be answered in terms of distributional effects with the conclusion 
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that “the very difficulties mentioned afford the clearest evidence that the 
economy is burdened by the debt” (p. 674). On the other hand, he was certain 
that “the full cost of a major war cannot be paid by taxation” (p. 663). Three 
reasons are given: (1) psychological, (2) Congressional time lag, and (3) 
“the impossibility of devising a legal definition of income . . . and of adminis- 
tering a tax thereon, so as to obtain the full yield theoretically possible” (p. 
664). But the pure economics of that question went unanswered. Perhaps it 
might be better in the long run to tax ourselves to pay the cost of wars than 
to pay directly and indirectly the costs of the aftermath. 

Another question of economics relates to the proper measure of regression 
for the property tax. Kendrick says the property tax is regressive in operation 
(p. 175). He measures the regression in terms of income: “A poor man who 
owns his home would probably pay a higher proportion of his income in real 
estate taxes than would a wealthy man” (/did). It is submitted that the only 
measure of regression or progression for a capital value tax is in terms of the 
market value of the thing taxed, not in terms of the ratio of the tax to the 
income of the owner, or to the ratio of the tax to the income produced by the 
property. Kendrick tries to avoid this difficulty by saying: “The explanation 
is that the value of the house, or even the estate, owned by a rich man is 
usually a smaller multiple of his income than is the value of the home owned 
by the poor man” (/bid). Although this may be true, this is not evidence of 
regression. That evidence exists in many sales-ratio studies. The measure of 
regression for property taxes is relative to the market value of property. The 
measure of progression or regression for an income tax is the amount of in- 
come, not the wealth of the owner or the value of his estate. 

The chapter on “The Incidence and Other Effects of Taxation” is largely a 
summary and presumptive account of the incidence of particular taxes. It 
compares favorably with similar sections in other elementary texts. Few of 
them are to the taste of a rigorous economic theorist. In introducing the dis- 
cussion of the incidence of particular taxes, Kendrick says, “Little information 
is available on the shape of the supply curve of, or the demand curve for, taxed 
subjects” (p. 570). But when he discusses the shifting of sales taxes, he says: 
“And since a broad range of commodities is ordinarily included under such an 
impost, and thereby substitutions are in large part prevented, it is probable 
that the demand curves for the taxed products tend to be inelastic” (p. 577). 
The demand for practically everything the consumer buys—or the demand 
for the broad range of commodities covered by the state retail sales taxes— 
simply is not inelastic. The reviewer believes that the demand curves for most 
of the tangible property sold at retail are elastic within most limits. The 
curves are not uniform and the availability of substitutes is not subject to 
ready generalization. Even if the demand curves are not inelastic, forward 
shifting may take place; but the nature and slope of the demand curves for 
particular commodities will determine how much of the tax «:. ‘ve shifted. 
To assume that the curves are inelastic avoids many difficult prob’ems of fact 
and of economics. Kendrick’s conclusion that these taxes «>. shifted forward 
is satisfactory. But the reviewer doubts if it is neces:2 ly true that “any 
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accompanying decline in sales implies a decrease also in the underlying capital 
employed” (J/bid.). 

Kendrick also assumes an elastic demand for liquor and cigarettes (p. 578). 
Elsewhere, however, he cites Simons, who refers to tobacco as one of the com- 
modities “which poor people ought to do without and won’t” (p. 384). Most 
writers believe with Simons that the demand for tobacco and liquor, not to 
mention habit-forming drugs, is inelastic within any reasonable price range. 
They will not quarrel with Kendrick’s conclusion that such taxes generally 
raise prices to consumers. 

The nature of demand for tobacco products is also mentioned in connection 
with processing taxes (p. 579). The demand for cigars and smoking tobacco is 
there said to be “relatively elastic” (/bid.). The implication as to cigarettes 
and chewing tobacco must have been otherwise, for processing taxes were 
found in the study under discussion to have been passed on to the users 
(Ibid.). The conclusions were derived from a study of “the margins of proc- 
essors and distributors before, during and after the period of the tax” (/bid.). 
Is this a satisfactory method of measuring incidence? Kendrick was, however, 
only reporting on an attempt inductively to verify the incidence of the process- 
ing taxes. Earlier (on p. 570) he had informed the reader, “Few factual in- 
vestigations of incidence have been made, and most of these are inconclu- 
sive!” So were those on the processing tax. 

Let me remind the reader—it is far easier to review a book than to write 
one; and, this is a good book! Those who may not want to use Kendrick for a 
text will undoubtedly find it very useful for collateral assignments. 

SIMEON E, LELAND 

Northwestern University 


The Economics of Public Finance. By Puiiip E. Taytor. (New York: Mac- 
millan. 1948. Pp. xxii, 617. $4.50.) 

This text is lucidly written, despite the emphasis on rigorous economic 
analysis and the minimum of descriptive detail. The problem approach, the 
refreshing frankness in stating his value judgments and the author’s policy 
conclusions should stimulate the students’ interest and challenge their intel- 
lectual curiosity. It is a book written for the student, rather than to impress 
other economists. It is probable that many economists, particularly those of a 
strongly conservative bent, will find much to oppose in the treatise. 

In its organization the text is somewhat unusual in that fiscal administra- 
tion (mostly budgeting) is treated at the beginning. It is followed by the 
subjects of government spending (four chapters) and public debt (three chap- 
ters). Fifteen of the 25 chapters are on public revenues. Over half of the space 
(317 pages) is devoted to taxation. Unlike the weak treatment of the subject 
so commonly found, this book contains two strong chapters on tax incidence 
and other effects. 

Fiscal policy and economic effects of financial practices are emphasized 
throughout the volume. The idea that government finance can be “neutral” 
is a myth. Taxes and government spending have their impact on prices, produc- 
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tion, distribution of income, level of employment and other economic facts. 

The ultimate goal of the study of public finance, according to Professor 
Taylor, is to develop proper fiscal policy for all levels of government. To deter- 
mine what should be done in this area involves analysis of the effects of exist- 
ing and proposed fiscal activities. 

Only a very few of the numerous policy conclusions and proposals can be 
mentioned here. In a stimulating chapter on the allocation of tax burdens, the 
logical foundations are laid upon which the tax system should be built. The 
student is warned to bear constantly in mind the fundamentals that (1) all 
taxes are eventually paid out of income, and ultimately out of the income of 
individuals, and (2) many taxes are shifted so that their burden finally rests 
on persons other than those paying the money to the public treasury. 

The principles of benefit and cost are summarily rejected and the ability 
principle is found to constitute the only logical basis for the proper distribu- 
tion of tax burdens for revenue purposes. The principle of fairness among 
contributors is found in comparative ability to pay, measured by subjective 
sacrifice. It is concluded that if the ideal is equality of sacrifice by taxation, 
the principle of diminishing marginal utility of income “demonstrates” that 
such equality can be attained only through progressive taxation. Thus, ability 
to pay taxes progresses more rapidly than income. The ability principle must 
be the first pillar of a sensible tax system. 

But a second pillar is also required. This is the relation of the tax system to 
the desired level of income and employment. Here the primary consideration is 
flexibility—the tax system must adjust promptly to different conditions and 
in a desirable manner. It is recognized that the two required pillars of the tax 
structure may not always work in harmony. The dilemma may have to be 
solved by letting the question of fairness give way when inflationary pressure 
is dominant, or when tax reduction for high incomes is essential as incentive 
to investment in dull business periods. 

Since the personal net income tax is the one which can be most closely 
related to tax-paying ability, Professor Taylor gives major consideration to 
income taxation. He holds that the first step in proper income tax integration 
is the elimination of the corporation income tax and much greater reliance on 
personal income taxation. He would solve the problem of undistributed 
corporate income by treating the whole income received through the corpora- 
tion the same as that received through a partnership or individual enterprise. 
Corporations would be required to notify their stockholders at the end of the 
tax year of the amount of earnings on their respective holdings which was not 
distributed. Similar reports would be submitted to the Treasury and used in 
checking the stockholders’ personal income tax returns. The author happily 
notes that such a plan “would operate equitably in all individual cases” and, 
furthermore, “the difficulties of the plan are not great.” Any problems of 
constitutionality and collecting the tax from stockholders not receiving divi- 
dends are not mentioned. It is recognized that there could be some loss of 
revenue by dispensing with the corporation tax but this could be retrieved 
easily by proper adjustments in the personal income tax. 

In the chapter on business taxes, it is concluded that the elaborate case for 
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business taxation as a major revenue source is at best a shoddy one. The bene- 
fit principle as a justification of business taxes is vigorously attacked. Like- 
wise, the lack of logic in attempts to support special taxes on business by the 
ability principle is mercilessly exposed. 

This text is one of the earliest ones in public finance to be an ardent expon- 
ent of compensatory fiscal policy. It is held that counter-cycle taxation and 
counter-cycle government spending should be integral parts of a single pro- 
gram. On the taxation side, the compensatory adjustments should be achieved 
through the personal income tax. Sales and commodity taxes are inflationary 
in boom periods, instead of having a compensatory effect. By increasing the cost 
of living they tend to bring about higher wages and thus encourage a more 
rapid upward movement in prices. Because of this, as well as their lack of 
fairness, the personal income tax is strongly preferred to consumption taxes 
as the proper fiscal instrument to combat inflation. 

Whether or not one agrees with his conclusions, it must be admitted that 
here is a book that leaves no doubt of the author’s position—and his reasons 
for holding it. 

Denzet C. CLINE 

Michigan State College 


International Economics 
The Balance of Payments. By J. E. Meave. (London and New York: Oxford 


University Press. 1951. Pp. xi, 432. $6.50.) 

This book is Volume I of a series “The Theory of International Economic 
Policy” issued under the auspices of the Royal Institute of International Af- 
fairs. The second volume promised by Professor Meade will continue in the 
realm of international economic policy. A possible third volume may com- 
plete the structure with a discussion of “The Theory of Domestic Economic 
Policy”; but this part of the work is still, in Professor Meade’s words, in “the 
stage of vague aspiration.” 

After a glossary in Part I of the various terms used, the argument proceeds 
in the remaining five parts to the income and price effects of “spontaneous” 
disturbances in the neutral economy (Part II); income effects with an ac- 
tive fiscal and monetary policy (Part III); price changes and price effects as 
instruments of policy (Part IV); the adjustment mechanism under direct 
controls (Part V); and, finally, the payments mechanism with more than two 
countries (Part VI). 

Professor Meade makes the usual distinction between the Balance of Pay- 
ments on Income Account and the Balance of Payments proper; but he calls 
the first the “Balance of Trade” (i.e., the “Balance of Visible Trade” plus the 
“Balance of Invisible Trade”), and he calls the second the “Balance of Trade 
and Transfers.” He has further refinements to make before offering his defi- 
nition of a balance-of-payments deficit. 

Receipts, including visible and invisible exports, gifts, and capital items, 
may be divided into autonomous and accommodating receipts; payments, 
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similarly, may be divided into autonomous and accommodating payments. 
Autonomous transactions are made for motives of profit, generosity, interest 
income, or some other motive with no conscious connection with the balance 
of payments. Accommodating transactions, on the contrary, are made with 
their effect on the balance of payments clearly in view. They may be identified 
with the older term “balancing transactions” provided certain visible and in- 
visible exports and imports are included as well as the traditional capital 
items. Professor Meade reserves the term “Balance of Payments” for the net 
balance of autonomous trade and transfer items. Against the deficit or surplus 
in the balance of payments so defined is a corresponding surplus or deficit in 
the “Balance of Foreign Accommodation,” with the “Balance of Autonomous 
and Accommodating Transactions” necessarily in balance at all times. 
Moreover the “actual” balance-of-payments deficit (or surplus) may not 
reflect the true balance-of-payments position even with these refinements. 
Professor Meade defines the balance-of-payments deficit not (necessarily) as 
the “actual” deficit but the “potential” deficit; that is, “the amount of ac- 
commodating finance which it would have been necessary to provide in any 
period in order to avoid any depreciation in the exchange rate without the 
employment of exchange controls, import restrictions, or other governmental 
measures specially devised to restrict the demand for foreign currencies.” 
The remainder of the book is concerned with various “spontaneous,” 
“policy,” and “induced” changes which tend to upset or to bring about 
balance-of-payments equilibrium. In the “neutral economy,” there are no 
“policy” changes brought about by the policy decisions of the State. We are 
left with spontaneous changes which are the data of the analysis, and the in- 
duced changes which are the commercial repercussions of the spontaneous 
changes. The five main assumptions for the neutral economy are: (1) con- 
stant fiscal policy; (2) constant monetary policy; (3) constant money wage 
rates; (4) constant rate of exchange; and (5) constant commercial policy. 
Under these assumed conditions Professor Meade traces the income and price 
effects of various spontaneous changes in one of two open economies. 
The income effects of a spontaneous rise in domestic expenditure in country 
A are: (1) a rise in A’s national income by something less than would have 
been the case in a closed economy; (2) a rise in B’s national income owing to 
A’s increased demand for B’s exports; and (3) a movement of the balance 
of trade against A. The effect on the balance of payments is obscured by the 
uncertainty of changes in the capital items, but in general Professor Meade 
concludes that the balance of payments will move in the same direction as 
the balance of trade unless induced capital movements into A are especially 
large. A further qualification to the analysis is made for inferior goods; but, 
owing to its unimportance, this case is ignored for the rest of the analysis. 
The price effects of A’s increased expenditure involve an analysis of rela- 
tive price changes under varying assumptions regarding the elasticities of 
demand for imports in A and B, respectively. Here the condition, that the 
critical neutral value is where the sum of the two elasticities is unity, is dem- 
onstrated in detail by a useful arithmetic table. Income effects induced by 
price changes and the importance of supply elasticities are introduced in the 
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paradoxical case where, with very low elasticities the induced income effects 
in B may be sufficiently deflationary to transform a boom in A into a slump 
in B. The importance of supply elasticities is again introduced in Professor 
Meade’s analysis of the substitutability of relatively cheaper goods through 
shifts in production rather than in direct substitutability in consumption. He 
concludes that, “in the absence of rigid trade barriers (quotas) and allowing 
time for adjustments, we can assume that normally the elasticities of de- 
mand in foreign trade are reasonably high.” 

“Policy” increases in expenditure have income and price effects similar 
to those caused by the spontaneous increases discussed in Part II. Professor 
Meade’s “policy” chapters deal, therefore, with problems peculiar to policies 
designed to achieve internal and external balance in the face of certain as- 
sumed disturbances to equilibrium. A country aiming at internal balance will 
offset the secondary effects on employment of primary changes in demand 
whether these changes are spontaneous or induced by a policy change, and 
whether they are initiated at home or abroad. A country aiming at external 
balance will similarly offset secondary effects on the balance of payments of 
any changes in demand however and wherever the changes are initiated. The 
two objectives may be aimed at simultaneously; but, of course, there may 
be conflicts of policy that make simultaneous attainment of the two in either 
or both countries a very difficult matter. Professor Meade’s analysis of finan- 
cial (i.e., fiscal and monetary) policy enables him to examine some typical 
conflicts in detail. 

The analysis in both Parts II and III is supplemented by a non-algebraic 
appendix on various international-trade multipliers using arithmetic and dia- 
grammatic exposition only. 

Part IV on price adjustments under policies of internal and external bal- 
ance includes a discussion of that most important price, the foreign-exchange 
rate. The mechanism of adjustment under the gold standard, and variable ex- 
changes (either free, or officially pegged subject to revision) is analysed 
through the use of the apparatus developed in earlier chapters. In addition 
to its main theme, Part IV contains informative discussion, in terms of the 
previous analysis, of speculation, foreign-trade and home-trade goods, inter- 
regional adjustments, and the mobility of capital. 

In Part V, Professor Meade classifies direct controls as financial, i.e., mone- 
tary and fiscal controls, and commercial, i.e., quantitative regulations and 
state-trading devices for affecting the flow of exports and imports. Exchange 
control, multiple exchange rates, and taxes and subsidies, fall readily under 
monetary and fiscal controls. But he finds that fiscal controls through taxes 
and subsidies on balance-of-payments items are likely to degenerate into 
multiple-rate exchange control unless the taxes and subsidies are confined to 
visible-trade items. 

In discussing commercial controls, Professor Meade reintroduces his pro- 
posal of some years back that import licences should be auctioned off to the 
highest bidders. In this way market forces like those in a system free of 
arbitrary quantitative controls would preserve some flexibility and make easier 
a later return to a free price system. A similar degree of flexibility can be ob- 
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tained, he thinks, through state-trading monopolies charging what the traffic 
will bear for restricted imports; but here we must be approaching the point 
of no return so far as the restoration of free-market trading is concerned. 

The main excuse for the control of international capital transactions is of 
course the phenomenon of capital flight. Professor Meade suggests three meth- 
ods of control: (1) the gold-standard mechanism; (2) exchange control; 
(3) offsetting through operations in the exchange market. The first is rejected 
because unnecessarily drastic, especially for temporary movements; the sec- 
ond, because it means the regulation of all payments and an unnecessarily 
complex administrative apparatus; the third is accepted in principle, especially 
if deficit and surplus countries cooperate in the offsetting operations. This is 
really the method of freely moving exchanges subject to counter-speculation 
by the monetary authorities at certain critical points. Aside from increased 
flexibility (widening the points or allowing them to drift lower or higher in 
response to long-run forces), this is essentially the mechanism of the gold 
standard, under which, of course, the critical support points become the “gold 
points.” 

Professor Meade also considers control of capital movements accompanied 
by freedom of current transactions. He concludes that the two are com- 
patible provided the exchange authorities adopt some arbitrary definition of 
what constitutes a current transaction, and provided they are given the power 
to supervise all foreign payments. 

Professor Meade’s position on freedom vs. control is clear enough through- 
out the book. In summing up on controls, he makes his position even clearer 
by introducing the effect of controls not only on the balance of payments (the 
main concern of the present volume) but upon total (world) real income and 
the distribution of this real income among the various countries. Some in- 
tervention may be required to supplement competitive forces in achieving 
maximum world real income. The position reached, with these interventions, is 
defined as the “modified free-trade position.” Any departure from this posi- 
tion (in order to affect the distribution of income by countries or to put the 
balance of payments in equilibrium) is to be avoided. 

In general, he concludes that balance-of-payments adjustment should be 
achieved by the price mechanism (variable exchange rates, flexible wage rates) 
without moving from the modified free-trade position; and that any desirable 
alteration in the distribution of world income should be brought about by 
the “direct subsidization of the authorities (and so indirectly the residents) in 
the poorer country by the authorities (and so indirectly the residents) of the 
richer country.” 

For the many-country world of Part VI, discrimination as a means to 
balance-of-payments equilibrium is evaluated as difficult to achieve and neces- 
sarily arbitrary but, on the whole, perhaps preferable to non-discrimination, 
provided direct controls are selected as the means to external balance. Pro- 
fessor Meade is clearly against that prior selection of controls as such. He 
wants: first, “financial policies for internal balance,” to guard against do- 
mestic inflations and deflations; second, an international system of free ex- 
changes or adjustable pegs, to guard against overvaluation of deficit-country 
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exchange rates; and, third, protection, if any, in forms, such as ad valorem 
import duties, that allow the adjustment of trade to price changes. All this, 
in the absence of statistical evidence regarding price and income elasticities, 
is still a statement of faith. But it is a faith which the reviewer believes to 
be more strongly grounded than one might suppose from reading the schol- 
arly journals alone. 

In this book, Professor Meade has, by closely reasoned argument, done much 
indirectly to support the free-trade view; but his main conclusions on policy 
alternatives will be valuable to students and policy makers alike, whatever 
their position in the great debate on freedom vs. control. They may find it 
advisable to attempt short stretches at a time; for even a deliberate reduc- 
tion of hypotheses to “likely” situations means ringing the changes on a 
disconcerting number of parameters as Professor Meade proceeds with his 
argument. As a storehouse of analytical and policy techniques, the book is 
a valuable addition to the literature of international trade, comparable in 
scope and spirit (though not in its emphasis) with Professor Viner’s Studies 
in the Theory of International Trade. The book’s projected counterpart on 
commercial policy should be awaited with great interest by all who are con- 
cerned with international economic analysis and policy. 

Donatp B. MarsH 

McGill University 


Cyclical Movements in the Balance of Payments. By Tse CHuN CHANG. 


(London and New York: Cambridge University Press. Pp. x, 224. $3.75.) 


This volume is mainly a revised and enlarged collection of articles by the 
author that have appeared in various journals. To quote from the preface: 
“This study presents the results of a statistical survey of the balance-of-pay- 
ments data of different types of country in the period 1924-38. Its purpose is 
to show the pattern of cyclical behavior particular to each type of country; 
and to suggest, in the light of the Keynesian theory of employment, a possible 
explanation for the general nature of the equilibrating process in the balance 
of payments.” An introductory chapter deals with various approaches, classi- 
cal and modern, to the theory of the mechanism of adjustment. The following 
chapters in Part I are then devoted to statistical estimates and comparisons 
of average and marginal propensities to import and price elasticities of demand 
for exports and imports in a number of countries. After this preliminary 
survey, a more intensive study is made, in Parts II and III, of the cyclical 
balance-of-payments pattern of certain supposedly representative countries. 
The classification used is: (1) the highly industrialized and self-sufficient 
type, (United States) (2) the highly industrialized and deficient type (United 
Kingdom), (3) the less industrialized type (Sweden), (4) the purely agricul- 
tural type (Australia), and (5) the mining type (Chile). As might be expected 
on the basis of @ priori reasoning, the investigation shows that the constituent 
items of the balance of payments tend to show different cyclical sensitivity and 
the predominant factors determining the cyclical patterns differ from 
country to country. Nevertheless, the business cycle is a world-wide phenome- 
non, primarily because the national incomes of different countries are linked 
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together by the operation of the foreign-trade multiplier. When long-term 
capital movements are included in the analysis, the author finds that they 
tended in general to offset fluctuations in the balance on income account 
during the inter-war period. He defines such a situation as a dynamic equili- 
brium. Where temporary disequilibria arose, short-term capital movements 
or changes in international reserves usually closed the gap. If reserves were 
insufficient or, as in underdeveloped countries, a short money market did not 
exist that could attract foreign capital, exchange rates could not be main- 
tained in the face of a sustained drain on a country’s resources. 

The volume undoubtedly contains a wealth of useful information. The 
author has set himself the arduous task of grinding out estimates of several 
hundred structural parameters of one kind or another. Unfortunately, a cer- 
tain amount of scepticism is justified, in this reviewer’s opinion, concerning 
the validity of some of the results. Without much preliminary discussion 
either of the statistical or economic problems involved, Dr. Chang embarks 
upon the process of estimation. As a consequence, he leaves the reader in 
some doubt as to the appropriateness of his estimation methods. In particular, 
it is by no means clear to what extent his findings make predictions permis- 
sable. In a recent and highly illuminating article, Guy H. Orcutt has pointed 
to several of the difficulties and pitfalls in attempting to measure price elasti- 
cities in international trade. Many of his observations seem to apply directly 
to the present study whether it deals with income or price elasticities. While 
the interested reader should consult Orcutt’s paper, a mere listing of some of 
the points made by him and other students of this subject may suffice as a 
caution against an uncritical acceptance of Chang’s findings: 

a. In cases where both demand and supply schedules shift during the 
period of investigation, curve fitting may not yield the true relationship be- 
tween quantity demanded and price. The relative magnitudes of these shifts are 
important and, furthermore, account should be taken of the fact that they are 
often interdependent. 

b. Most of Chang’s statistics are annual figures. As a consequence the 
number of observations is quite small. To make matters worse, there is good 
reason to believe that the annual data are not independent observation. Hence 
the problem of autocorrelation raises its head. 

c. Errors of observation will, of course, reduce the accuracy of the esti- 
mates. As Orcutt points out, errors of observation limited to either the price 
variable or the income variable, or a combination of the two, would bias both 
income and price elasticities towards zero. 

d. While the points made so far have been of a statistical nature, this 
reviewer could also have wished for a more penetrating economic interpreta- 
tion of his methods and results. In the case of price elasticities, alternative 
formulations are possible (quantity reaction with or without adjustments in 
the prices of competitive goods, relative share of total supply in the domestic 
market, etc.). A discussion of the relative merits of these criteria would have 


*G. H. Orcutt, “Measurement of Price Elasticities in International Trade,” Rev. Econ. 
and Stat., Vol. 32, No. 2 (1950), pp. 117-32. 
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been desirable. Perhaps more important, the whole subject of relative magni- 
tudes of short-run and long-run elasticities could have been explored more 
fully; this also applies to the relationship between elasticities in the case of 
small versus substantial price changes. Finally, the question of retaliatory 
measures, which was of major importance in the ’thirties, could have been 
faced more squarely. 

While Dr. Chang’s study for the reasons indicated must be taken cum 
grano salis, the attempt to increase our knowledge in this important area is, 
nevertheless, a laudable one. While model building serves an essential pre- 
liminary function, real progress cannot be made in the field of policy making 
unless we have a more precise notion of the magnitudes of the various para- 
meters involved. In spite of its various shortcomings, the present volume does 
merit serious attention because of the attempt to tackle the problem of sta- 
tistical estimation of parameters relating to international economics. 

SVEND LAURSEN 

Brandeis University 


The Combined Boards of the Second World War: An Experiment in Inter- 
national Administration. By S. McKee Rosen. (New York: Columbia 
University Press. 1951. Pp. 288. $4.00.) 

Mr. Rosen has provided a useful service in putting together from original 
documents and from interviews a critical history of the civilian Combined 
Boards, which were established by the American and British governments to 
facilitate international economic mobilization during World War II. There 
were four such boards: for raw materials, shipping, production and resources, 
and food. 

War, paradoxically, creates a favorable environment for international co- 
operation. Nations engaged in a common struggle for survival are disposed to 
subordinate purely national interests in a way which is rare in peacetime. Des- 
pite this favorable environment, the effort to formalize joint economic plan- 
ning through the combined Boards was only partially successful. The Shipping 
Board ceased to play a réle of any importance after the Spring of 1943. The 
Production and Resources Board started out with the grandiose objective to 
“combine the production programs of the United States, the United Kingdom, 
and Canada, into a single integrated program ... ,” an objective which was 
impossible from the beginning. The Raw Materials and Food Boards were 
somewhat more successful, though here also achievement fell short of original 
hopes. 

This is not to suggest that the Boards’ record was entirely one of failure. 
Many joint programs were devised—to increase production, to allocate avail- 
able supplies, to meet emergency situations—which could have come about 
only with difficulty in the absence of some sort of combined-board machinery. 
In particular, the Boards provided a conference table at which representatives 
of the supply agencies of both countries could come together to work out their 
common problems. 

Nevertheless, the Boards did not accomplish all that was hoped of them, and 
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the British and American agencies frequently ignored the Boards and dealt 
directly with each other. Mr. Rosen makes clear the reasons for these dif- 
ficulties. The authority of the Boards was not established clearly at the begin- 
ning. In the early stages of the war, national planning and organization, parti- 
cularly in the United States, had not proceeded far enough to permit the sort 
of combined programming envisaged. Various national agencies were jealous 
of the Boards’ authority and fought encroachments on their own “sovereign- 
ty.” The American military services were clearly hostile. 

Probably the most serious difficulty lay in the nature of the economic rela- 
tionship between Britain and America. The Boards were created on the assump- 
tion that the two countries were equal partners. But economic strength was ob- 
viously unequal, and the flow of food, supplies, and shipping was primarily in 
one direction. Many American officials objected to the fact that the Boards 
seemed to give the British an equal voice in allocating American supplies. In 
general, the Boards ran into trouble whenever they tried to impose on the 
American supply agencies allocations which determined how much the United 
States should ship to the United Kingdom. The Boards had clearer sailing 
when they were dealing with supplies from other countries. 

The Combined Boards were an experiment in international cooperation 
under the stress of war. As Mr. Rosen points out in his concluding chapter, 
we can learn much from both their successes and their failures in the con- 
tinuing struggle for peace and security. 

On the whole, this is an excellent book—well documented, clearly written, 


with a minimum of factual errors, and with satisfactory objectivity. A minor 
blemish is the large number of typographical errors. 


R. A. GorDON 
University of California, Berkeley 


The Pattern of Imperialism—A Study in the Theories of Power. By E. M. 
Winstow. (New York: Columbia University Press. 1948. Pp. xii, 278. 
$3.75.) 

The fashion for interpreting virtually everything in terms of economic 
causes, which found favor with so many historians, publicists, and even some 
economists in the period following the first World War, seems in recent years 
to have gone out of style. Dr. Winslow in this book has essayed to drive 
another nail into the coffin of the economic and capitalistic theories of ex- 
pansionism and war. His central theme is that “modern imperialism is not 
economic or capitalistic in origin, but represents such an old and powerful 
behavior pattern ‘hat it is able to dominate any economic system, capitalist 
or collectivist.” 

Dr. Winslow devotes the greater part of his book to a review and analysis 
of the theories of international conflict, from Plato, Machiavelli, and Hobbes 
to Hobson, Hilferding, Lenin, and Schumpeter. In this survey, which is re- 
warding even though occasionally lacking in sharpness and clarity, Dr. Win- 
slow demonstrates that the economic interpretation of war is not a Marxist 
invention, but may be traced back to Machiavelli, Hobbes, and others. He 
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shows how Hobson’s over-investment under-consumption theory of economic 
crises gave rise to his. view of imperialism as an effort by the “controllers of 
industry” to find foreign outlets for the goods and capital which they could 
not dispose of at home. The interesting point emerges that Hobson had begun 
to entertain misgivings about his earlier heavy emphasis on economic motives 
even as his earlier views were reaching the peak of their popularity. 

The Marxist theories of imperialism, of which there are several, are not 
attributable to Marx himself, but to his disciples; Marx looked upon colonial- 
ism as a pre-capitalist phenomenon, and abstracted from foreign trade in his 
central analysis. His followers agreed only on the proposition that capitalism 
was to blame. The period of Marxist controversy appears to have come to a 
close with the promulgation by Lenin of the new Marxist orthodoxy. 

Before rejecting both the economic and the capitalistic theories of im- 
perialism, Dr. Winslow assumes for the sake of argument that the Marxists 
are right in holding that developed capitalism has a strong predilection for 
imperialist adventure, and asks whether on this assumption the only remedy 
for international conflict is the overthrow of capitalism by socialism. He 
finds, on the contrary, that the ills of capitalism, which are alleged to generate 
aggressive conduct, are curable within the framework of the capitalist system. 
The major disease, according to Dr. Winslow, is the “boom or bust” phenome- 
non, and the cure is “social control of the monetary system.” At this point 
Dr. Winslow’s touch falters. “Social control of the monetary system” turns 
out, in a footnote, to be 100 per cent money. Since many economists would, to 
put it mildly, regard this proposition with considerable skepticism, one would 
have expected Dr. Winslow to argue the case in analytical terms. This he 
fails to do. 

Keynes, incidentally, comes in for harsh treatment from Dr. Winslow, 
whose views he appears not to have digested carefully. He misquotes Keynes, in 
attributing to him, the view that “of all the causes of war the economic 
causes are the greatest;” what Keynes said was that the economic causes of 
war “probably played a predominant part in the nineteenth century, and 
might again.” Dr. Winslow chides Keynes for having failed to stress “the 
necessary conflict between investment and the sort of resistance to investment 
that is associated with monopoly and sticky costs and prices”—a point the 
validity of which in the simple form stated is not apparent to this reviewer. 

The grounds on which Dr. Winslow rejects the economic and capitalistic 
theories of imperialism are never quite clear. He does argue that “economic” 
activity really means “productive” activity, and on the basis of this definition 
he holds that “the desire of a nation to obtain such concrete things as oil 
fields or iron mines cannot be regarded as an economic motive, and war to 
obtain such specific objects cannot be regarded as based on economic causes.” 
Though Dr. Winslow can hardly be assumed to have regarded the central 
problem of his book as a matter of logomachy, one is at a loss to find in Dr. 
Winslow’s book another developed argument to support his rejection of the 
economic interpretation. 

Dr. Winslow takes his position with Schumpeter in regarding imperialism 
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as “an atavistic force, ancient in inception, decadent and self-conscious in an 
age of rationalism, yet still powerful enough to lord it over its rival, the up- 
start capitalism.” But since the essence of the problem is the quest for power 
as an end in itself, and since “there is no solution to the power problem in 
terms of power itself,” Dr. Winslow rejects the solution of world government. 
He offers in its place the policy of non-violent resistance, “an alternative 
which invites instead of repels reconciliation, which aims to cleanse sover- 
eignty and nationalism of their power complex and democracy of its hypo- 
critical reliance on armaments, and which replaces the weapon of violence with 
non-violence in its approach to the problem of creating a peaceful world 
system.” 

Thus, Dr. Winslow’s program for the salvation of modern society consists 
of 100 per cent money and Gandhism. He does not, however, provide a founda- 
tion in economic and political analysis sturdy enough to support a program of 
such novelty and daring. 

Kermit Gorpon 

Williams College 


Business Administration 


The Fund Theory of Accounting and Its Implications for Financial Reports. 
By Witu1aM J. Vatter. (Chicago: University of Chicago Press. Second 
impression. 1951. Pp. v, 123. $1.75.) 

Here is a study of substantial merit which will be of interest both to econom- 
ists and accountants. The purpose of the monograph is to develop a theore- 
tical framework to indicate the underlying logic of modern accounting. The 
author considers both of the prevalent theories, the “proprietary” and the 
“entity” theories, as inadequate primarily because they personalize the unit 
for which accounts are kept. “For the proprietary theorist the proprietor is 
the person to whom and for whom reports are made, and the concepts of net 
worth and profit are personal ideas. . . (the entity theory, on the other hand) 
shows clearly the tendency to carry over into a new situation (the modern 
business corporation) the personality of the proprietor—to substitute for the 
proprietor the entity itself.”” This personalization, the author asserts, is not 
conducive to the type of objectivity toward which all quantitative analysis is 
aimed. Although he does not state this explicitly, it seems evident that Vatter 
is attempting to formulate a theory applicable to an economy in which pri- 
vately owned concerns, operated for the profit of the owners, are no longer 
predominant but exist along with concerns in which the ownership element 
is of no special consequence. 

In order to attain the objectivity he stresses, Vatter employs as a central 
idea the concept of a “fund” which is an area of operations, a center of in- 
terest, or a center of attention. More than one of these funds may be employed 
as an accounting unit in any given case; indeed, the entire discussion urges 
the use of several “funds statements” to replace the conventional, general- 
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purpose balance sheet and income statement. Thus, in an illustrative example, 
he presents six sets of statements for a given corporation, namely a cash and 
banks fund, a general operating fund, an investment fund, a sinking fund— 
current, a sinking fund—investments, and a capital fund. For each fund, he 
presents a balance sheet and a statement of operations. The fund balance 
sheet resembles closely conventionally prepared balance sheets, at least in 
form. The statement of fund operations is, however, different both in form 
and content from statements of operations prepared at the present time, re- 
porting and summarizing all financial events of the accounting period. In- 
cluded are (1) revenues and expenses, as ordinarily defined, (2) financing 
transactions (classified cash receipts and disbursements, issue and retirement 
of securities, whether for cash or other consideration, donations or retirements 
of fixed assets, etc.), and (3) effects of market forces, such as inventory ap- 
preciation or declination. 

Evidence of Vatter’s disinclination to relate his theory to any specific set 
of institutions is found in two of his central notions. First, he rejects the con- 
cept and measurement of income as essential ingredients of accounting. In- 
come, he points out, is a personal concept, and must be related to an economic 
subject; as a consequence, data on income included in his statements are in- 
cidental by-products of a more comprehensive report on all the operations of 
the various funds. No net profit figure appears in his reports, although one 
can be calculated from the data presented. Second, he employs a loose defini- 
tion of “equities” (i.e., of liabilities and proprietary accounts), identifying 
them merely as “restrictions” upon the assets of a fund. In this connection, 
Vatter, along with the entity thecry he rejects, insists that there is no real 
distinction between bonds payable (a debt) and preferred or common stocks 
(proprietary items), despite an unbroken line of decisions, both by the U.S. 
Supreme Court and the Securities and Exchange Commission, holding that 
the interests of creditors and of owners are adverse, and not co-ordinate. 
Vatter’s “restriction” may of course be legal, but it may also be equitable, 
economic, or merely based upon managerial considerations. Here Vatter may 
have overreached himself; in an attempt to free the concept of equities from 
legal or other institutional considerations, he has unwittingly supplied a 
rationale for the extensive use of nondescript and manipulative “reserves” 
under the sanction of “managerial considerations.” 

Since valuation is not exclusively an accounting matter, Vatter wisely 
omits any systematic treatment of this subject from his formal theory. His 
criticisms of extant accounting theory are penetrating, his analysis of the 
nature of assets first-rate. He writes well and with a considerable degree of 
sophistication. Vatter has made a real contribution to the growing body of 
literature which links economics and accounting more closely together. 

Maurice Moon1tz 

University of California, Berkeley 
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Industrial Organization; Public Regulation of Business 


Monopoly and Free Enterprise. By Georce W. Stockinc and Myron W. 
Watkins. (New York: Twentieth Century Fund. 1951. Pp. xv, 596. 
$4.00.) 


The politeness of reviewers, as of kings, is to be prompt and I am embar- 
rassed to observe that the present volume has been published, as I write, for 
nearly a year. Moreover, this is a substantial work of scholarship where the 
lines of obligation run from reader to author rather than the reverse. My sin- 
cere apologies to Messrs. Stocking and Watkins who, with this volume, com- 
plete their trilogy on monopoly and cartels at home and abroad.* 

Like the preceding volumes this one achieves a high standard of work- 
manship. I have heard it urged in criticism that these volumes rely on sec- 
ondary (meaning already published) materials. The assertion is doubtless ac- 
curate but I doubt that the criticism is valid. The published material which 
Messrs. Stocking and Watkins exploit is dispersed in court records, hearings 
and other Congressional documents and individual industry studies of in- 
ordinate bulk. The authors have been meticulous in their winnowing of this 
material and skillful in its presentation. Much of it would have been wasted 
without their intervention. 

The present volume, designed to be more catholic and philosophical than 
its predecessors, begins with some reflections on economic organization, traces 
the rise of the large corporation and then proceeds to an interpretation of 
trends toward concentration, the evolution of theory in the market of small 
numbers, a survey of price leadership, the basing point system, trade associa- 
tions and other measures for facilitating the exercise of monopoly power and, 
finally, to a survey of past and future issues in public policy. 

To say that the authors bring a pronounced point of view to their task 
would be an understatement. They deeply suspect great size both on grounds 
of market motives and efficiency; they believe that business “will not long 
remain competitive, if left to its own devices,”” They think a good deal can be 
done (a great deal more than has been done) by vigorous enforcement of the 
antitrust laws. And they marshal an impressive body of evidence to support 
their case. (On any given aspect of corporate or competitive skullduggery, 
the authors show something close to genius in their ability to find a quotation 
from some businessman in which he blandly indicts himself and his industry. ) 
This is not the place to open an argument on an old and large topic; while 
there are many points, of kind as well as emphasis, on which I disagree with 
the authors, it is sufficient for present purposes to say that their conclusions 
nowhere derive from sloppy, meretricious, or evasive thinking. 

As with other publications of the Twentieth Century Fund, this one con- 
cludes with a proclamation on policy by an ad hoc committee of distinguished 
citizens. This committee, under the chairmanship of James M. Landis, cau- 
tiously reinforces the main contentions of the authors and offers a program 


' The earlier volumes in this survey of international cartels and domestic monopoly are 
Cartels in Action (1946) and Cartels or Competition? (1948). 
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for tightening the antitrust laws, eliminating the exemptions and—the most 
interesting proposal—making corporations show cause as to why they should 
have more than a given share of their market. 

While the foregoing recommendations are less bromidic than most commit- 
tee exercises, the Twentieth Century Fund should reconsider this practice of 
supplementing its authors with a panel of wise men whose task is to say what 
is right and what should be done. The theory, I assume, is that anything upon 
which seven great men are agreed can surely be accepted by the humble and 
uncritical masses as pure gold. I doubt if this is so. The common ground on 
which men find agreement is far more often banality than truth. 

J. K. GALBRAITH 

Harvard University 


Industrial Pricing and Market Practices. By ALFRED R. OXENFELDT. (New 
York: Prentice-Hall. 1951. Pp. xii, 602. $4.75.) 


In this work, Professor Oxenfeldt submits for our consideration a new de- 
sign in textbooks on industrial organization and control, as well as a novel 
design for undergraduate industrial organization and marketing courses. The 
principal elements of novelty are two. First, the focus is almost entirely on 
the price and related market policies of enterprises in manufacturing and dis- 
tribution—on their setting, rationale, character, and consequences. A full 
coverage of the field of industrial organization is eschewed; the work attempts 
only to present “a full and accurate, yet fairly general, explanation of price 
behavior . . . in the world of reality.” Second, industrial pricing is treated 
in a systematic analytical fashion, and takes its orientation directly and almost 
entirely from modern price theory. Such theory per se is to be sure rejected 
as unsatisfactory at the outset, and the subsequent discussions of price making 
and behavior draw heavily on a wide if rather scattered body of empirical 
evidence. But the structure of the book and its criteria of emphasis and rele- 
vance are those of a textbook in price theory throughout. 

What emerges is actually a sort of twin to an elementary work on price 
theory, in which empirical generalizations replace deductively derived general- 
izations up to a certain level, above which some sort of a@ priori analysis takes 
over to fill out the picture. This @ priori analysis, incidentally, is introduced 
ad hoc in mid-argument on many occasions, and since it does not rest on any 
previously developed rigorous analytical system, the validity of the conclu- 
sions reached is often not readily apparent. The empirical evidence bears almost 
entirely on the market setting and on the processes through which price results 
emerge, whereas the character of the results‘ themselves is made apparent 
principally by a loose process of deductive reasoning. This is perhaps the 
major shortcoming of the work. 

A preamble to the main discussion considers in turn the environmental 
setting of American enterprise activity and the alternative means of explaining 
and evaluating price behavior. Chapter One is a fifty-four page survey of the 
general character of the American economy, the number of firms, size and 
concentration, forms of business organization, corporate ownership and con- 
trol, performance with respect to productivity, instability, and income dis- 
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tribution, and the character of the political, legal, and technological environ- 
ment. This is satisfactory as an extremely synoptic treatment of the many mat- 
ters listed. Chapter Two begins with a brief statement of how prices influence 
over-all economic performance, and proceeds to a ten-page summary of 
modern price theory, plus a four-page appraisal of its merits and shortcomings 
(“Most economists admit that modern price theory does not provide a satis- 
factory explanation for price behavior”). It deals cryptically with alternative 
approaches, and concludes with a discussion of norms of price behavior. The 
author concludes that efficiency in resource utilization plus approximate equal- 
ity of price with marginal and average cost are the best available standards. 
This chapter will not mean much to students who have not had a previous 
course in price theory, and will seem inadequate to many who have. Its ex- 
tremely inadequate representation of the content of modern price theory and 
the rather captious criticism of it seem unfortunate. 

The succeeding six chapters contain the empirical-theoretical treatment of 
price determination. The general headings are intra-firm price influences, inter- 
firm price influences, and inter-industry price influences, for which we might 
read economics of the firm, the industry, and the complex of industries. The 
setting for price determination is first considered, with extensive critical at- 
tention to motivation, extent of knowledge of demand and cost, and structural 
characteristics of the market which affect pricing. This is followed by a chap- 
ter on alternative pricing methods, categorized as cost-plus, flexible markup, 
intuitive, experimental, status quo, and imitative. (Cost-plus pricing is held 
to be by far the most usual pricing method, and mechanical pursuit of some 
quasi-arbitary method or other to be typical.) Thereafter, other enterprise 
policies—principally product variation, advertising, horizontal and vertical 
extension, price discrimination, price wars, and derogation of rivals—are con- 
sidered. Moving to the industry equilibrium level, there is a consideration 
successively of rivalry, reaction to threat of entry, tacit and express collusion, 
and labor agreements. Finally, inter-industry relations and adjustments are 
considered, with emphasis on vertical relations among industries and substitut- 
ability and complementarity of different industry outputs. The argument con- 
cludes with a fifty-seven page chapter on government influences on price, 
which includes a synoptic treatment of direct price regulation and output 
limitation, public utility regulation, anti-trust policy, and distributive-trade 
regulation. 

The general procedure in the preceding is to take up each sub-topic separ- 
ately (e.g., cost-plus pricing, vertical extension, price leadership, price wars, 
etc.), define the terms, present examples, and then proceed to theorize about 
the “effects” on market performance of the practice or behavior pattern in 
question. Since there is a great deal of interesting illustrative material intro- 
duced, within the framework of a good logical organization of topics, the stu- 
dent may be expected to acquire a certain systematic grasp of the “realities” 
of enterprise behavior and market processes. The adopted procedure, however, 
has serious shortcomings. 

First, since each of a long succession of related behavior phenomena is 
taken up separately, described, and evaluated before passing to the next, the 
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analysis of economic effects is of an extremely “particular equilibrium” sort. 
We have separate and substantially unconnected appraisals, for example, of 
the economic effects of cost-plus pricing, intuitive pricing, horizontal exten- 
sion, advertising, rivalry, price collusion, etc. But we lack a general analysis 
of the interrelated complex of these phenomena or an evaluation of the results 
of this complex. It is not evident that the total effect of the separately identi- 
fied tendencies is in any meaningful sense their sum, but this difficulty is not 
considered. 

Second, as noted above, the appraisals of the partial effects of various 
behavior phenomena are almost entirely @ priori in nature, although following 
as they do empirical evidence on processes of behavior, they may seem to have 
empirical foundations. This is unfortunate so far as many of them are more 
questionable than the author admits. Consider the following: “In addition to 
relatively high and fairly stable prices, and the substantial expenditures for 
sales promotion, price leadership tends to bring about considerable excess 
capacity (unless entry is blocked), which is the result of the relatively high 
price ordinarily set by. the price leader.”’ If this sort of statement is true in fact or 
theory, the author has not shown it, and there are many examples of the inter- 
larding of doubtful predictions drawn from oversimplified theory with des- 
criptions of market processes. 

The analysis of pricing concludes with two case studies of industries— 
whisky and steel—which bring out the applications of the general principles 
of enterprise behavior previously developed. These are interesting and instruc- 
tive, but show the same short-comings as the preceding chapters. A final chap- 
ter, on public policy recommendations, is not very closely integrated with the 
rest of the work. It is well reasoned as to issues, but places heavy emphasis 
on a number of rather drastic proposals for industrial reform without paying 
much attention to the relative merit of more moderate policies. This chapter 
together with the earlier one on governmental influences on price does not 
provide an adequate coverage of the problems of public policy toward in- 
dustrial markets. 

As a text for a course in industrial organization, many instructors may find 
this work unduly limited in scope, with its rather synoptic treatment of con- 
temporary industrial structure, of regulatory problems, and of any areas out- 
side of manufacturing and distribution. As a textbook on industrial market 
behavior alone, it deserves applause for originality in conception and develop- 
ment. To the reviewer, however, it is still an unsatisfactory treatment of this 
area, largely because of the substantial lack of attention to crucial empirical 
data on market performance, the heavy dependence on a priori analysis as a 
substitute, and the character of much of this analysis. A detailed factual 
account of how price-cost relations are arrived at is rather rootless if we get 
no more reliable notion of what these relationships are in fact. It is fair to say 
that these shortcomings reflect in part the unsatisfactory state of knowledge 
in the industrial organization field today. 

Joe S. Bain 

University of California, Berkeley 
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The Extent of Enterprise Monopoly in the United States 1899-1939. By G. 
WarrEN Nutter. (Chicago: University of Chicago Press. 1951. Pp. xvi, 
169. $4.00.) 

This pioneer study divides the economy into nine major branches, and 
some of the branches—notably manufacturing—into several dozen industries, 
classified as finely as the data will allow. Each industry or branch is clas- 
sified as “monopolistic,” “government or government supervised,” or—as a 
residual—“workably competitive.” The percentages of national income origi- 
nating under each heading in 1899 (actually, 1895-1904) were respectively 
17.4, 6.5, and 76.1. In 1937 (from which 1939 did not differ materially), they 
were 11.0, 25.2, and 63.8. Thus monopoly control of non-governmental out- 
put fell from 19 to 15 per cent over forty years. The criterion of monopoly 
in manufacturing is a concentration ratio of 50 or greater, i.e., at least half 
of the sales in the particular group made by the largest four firms. Outside 
of manufacturing, the choices are necessarily rather arbitrary, for there are 
almost no data for the earlier period, and few enough for the later. But in 
order to use statistics available for the late 1930’s, Nutter uses a variant 
definition of monopoly: a Census “industry” with a concentration ratio of 
over two-thirds, a Census “product” ratio of over three-fourths, or a classi- 
fication as “monopolistic” by Clair Wilcox in TNEC Monograph No. 21. By 
this scheme, “monopoly” and “workable competition” occupy respectively 26 
per cent and 74 per cent of the non-governmental field in 1939, which would 
indicate an increase since the turn of the centry. It is doubtful that this com- 
parison can properly be made, however, since the definition is so much wider 
for the later year. 

The inherent defects of these statistics are very great, and nobody is better 
aware of them than Nutter himself. The data for the period around 1901 are 
rough and often untrustworthy. There is almost nothing on the fields of serv- 
ices, agriculture, trade, and construction. Concentration as an index of monop- 
oly is much too simple, although it is probably not as bad a guide to changes in 
monopoly. Other criteria are also difficult to manage, e.g., automobiles are con- 
sidered “monopolistic,” and crude petroleum “workably competitive.” If 
entry is the test, this may be correct, but it is difficult to believe that the auto- 
mobile manufacturers have anything approaching the control over supply and 
price possessed by the Texas Railroad Commission. Certain data on the in- 
dustrial division of the national income are difficult to accept. ““Trade” is said 
to have declined from 16.6 per cent in 1899 to 12.1 per cent in 1937. But for 
the latter year, the Department of Commerce estimate is 16.2 per cent, and the 
striking decline from 1899 to 1937 is not easily reconciled with the estimates 
of Kuznets (National Product Since 1869, p. 66), nor of Fabricant and others 
(Studies in Income and Wealth, Vol. XI, p. 42). Again, Nutter accepts an 
estimate of 16.7 per cent for income originating in government in 1937, as 
against the Commerce estimate of 10.6. Where differences are so large, some 
reconcilement or explanation of the choice is in order. 

These weaknesses, however serious, are principally in the basic data. Nutter 
has wrung from his material as much precision and generality as seems possible 
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and as an example of method his work is deserving of high praise. His positive 
findings, as he says, are “somewhat ambiguous”’ but clearly fail to substantiate 
any sweeping claims about a growth in monopoly over the past fifty years. 
Later research may reverse the judgment, but as matters stand now, the 
burden of proof would seem to be on his opponents. 
M. A. ADELMAN 
Massachusetts Institute of Technology 


Industry Studies 


The Aircraft Industry: A Study in Industrial Location. By W1LL1AM GLENN 
CunNINGHAM. (Los Angeles: Lorrin L. Morrison. 1951. Pp. xvi, 247. 
$6.00.) 

This book is presented by the author as a comprehensive case study in 
the wide field of industrial location. In using the aircraft manufacturing 
industry as his case, the author points out that he had the following objectives 
in mind (p. 7): (1) to “describe . . . the location of aircraft industry at 
certain significant periods in its recent development”; (2) to “measure the 
nature and extent of the changes in location that have been experienced”; 
(3) to “reveal whatever trends may be apparent in the locational history 
of the industry”; and (4) to “determine what factors, internal and external, 
are most influential in effecting the changes and in locating the industry.” 

The book is divided into five parts. Part I defines and describes the 
industry, selects the factors which may be expected to determine its location, 
and traces the locational history before 1940. Part II analyzes the location 
of the industry as it was in 1940 and briefly explains the trends found. 
Part III is devoted to recounting the expansion of the industry during 
World War II and to summarizing the locational pattern in 1944, Part IV 
treats of postwar developments, analyzes the pattern of location in 1950, 
and discusses current trends imposed by national defense requirements. 
Part V offers the reader a summary of the locational factors found and con- 
clusions regarding them. 

The author concludes that the usual factors attributed to industrial loca- 
tion have played little part in the location of the aircraft industry. While 
many of the companies interviewed insisted that their location was ideal 
and had been scientifically determined, Dr. Cunningham finds that scientific 
factors have played little part in location. Transportation costs being so 
small a part of the cost of an airplane, the sources of raw materials and the 
markets for finished goods have exerted little force on location. Although the 
lack of these and other economic influences do not count for much in early 
industry location, and the industry has been noteworthy for its extraordinary 
mobility, Dr. Cunningham finds in mote recent years far less mobility and 
greater concentration. This concentration, primarily in the larger cities and 
especially in southern California, has been traced to the element of accident 
in the settling of a pioneer producer, to the availability of a skilled labor 
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supply, and to such other factors as local capital availability, good flying 
climate, and the existence of good sites for flying. As has been the case 
with so many other industries, location tends to generate advantages for 
further location of the same industry, particularly as an area develops the 
labor skills and the service industries necessary for efficient production. In 
recent years, however, the aircraft industry has increasingly felt the influence 
of military considerations. By 1950 it became quite clear that the military 
need for geographic dispersion of the industry and for moving it away from 
the vulnerable coasts was having its effect on location. 

As a case study, this book contributes to that too limited group of studies 
which accurately search out the factors determining industrial location. One 
of the faults of much of the theoretical work on industrial location is that 
resort to @ priori analysis has made much of it inadequate and unusable. It 
is a merit of Dr. Cunningham’s book that he has diligently sought out the 
factors which have determined location in this industry. At the same time, 
his reliance on history and omission of analysis in terms of modern economic 
theory may be disappointing to some location theorists. Yet the collection 
of information on location from living persons who know what controlled 
decisions on location and compilation of extensive industry data supply an 
interesting compendium on an important industry which has received little 
analytical attention. 

As a case study, the book should prove useful to those economists and 
statisticians interested in industry analysis or the refinement of location 
theory. For this purpose, the book is well documented, includes many data 
not readily available, and has an appendix of tabulated information on 
capacity and production in the industry. 

Harotp D. Koontz 

University of California, Los Angeles 


Land Economics; Agricultural Economics; Economic Geography 


The Impact of Government on Real Estate Finance in the United States. By 
Mites L. Cortean. (New York: National Bureau of Economic Research. 
1950. Pp. xviii, 171. $2.50.) 

This monograph is one of a series of six to be published out of the Urban 
Real Estate Finance Project of the Financial Research Program of the 
National Bureau of Economic Research. Four have now been published— 
Ernest M. Fisher’s study on Urban Real Estate Markets, R. J. Saulnier’s piece 
on Urban Mortgage Lending by Life Insurance Companies, History and Poli- 
cies of the Home Owners Loan Corporation by C. Lowell Harriss, and the 
monograph reviewed here. Another about to be published is Commercial Bank 
Activities in Urban Mortgage Financing by Carl F. Behrens. 

Colean’s study deals with the influence of government on the extension 
of real estate credit. It sets out to “trace the course of governmental influence 
on real estate finance from cclonial times to the present.” It intends to 
review “the whole broad range of law and regulation affecting real estate 
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finance.” The approach is evolutionary with a view to relating the changes 
in the institutional framework to the social objectives of the times. The 
book is to provide background material, along with Ernest Fisher’s exposi- 
tion of the urban land market, for the separate studies of the several types 
of lending institutions which are parts of the series. 

The evaluation of government influences on the flow of funds into real 
estate investment leads the author over a broad range of subject matter. 
Major attention is given the direct impacts of legislation and administrative 
policy on the financial machinery; the discussion touches on the regulation of 
mortgage lending institutions, legal processes of transfer and foreclosure, legal 
protections for the parties to real estate transactions, direct lending by 
government and subsidies in various forms. The whole law of real property is 
treated as of significance in this context, particularly police power regulation 
of land use and occupancy, building and sanitary codes, zoning and planning 
laws and conservation measures. 

The study starts with a discussion of the agrarian background of land 
law and the strong disposition toward individual ownership of small hold- 
ings that has marked land policy from the start. The heavy demands for 
capital during the era of the settlement of the public domain gave rise to 
intervention of the states in the interest of easy credit and led to the de- 
velopment of new institutional sources of mortgage money. When over- 
expansion and over-extension of credit brought distress to borrowers, mortgage 
laws were modified in their favor and moratoria granted. At the same time, 
the wave of bank failures brought about limitations on the freedom of 
lending institutions in making mortgage loans. The results of these limitations 
plus the added protections for the borrowers tended to restrict the flow 
of funds into land development at a time when the frontiers were still active 
and easy credit was in strong demand. 

A movement toward the conservation of the land resource began with a 
growing recognition of the extent of unsound exploitation of the public 
domain and unhealthy congestion in the cities. Police power regulation of 
land use was broadened in concept and application and there came about a 
recognition of the responsibility of government for land use planning and 
resource conservation. The belief that only the powers of the federal gov- 
ernment could cope with the problems of conservation and reclamation was 
the beginning of the “shift to Federal dominance.” In the credit field, the 
establishment of the Federal Land Bank System in 1916 was the first posi- 
tive step in this shift. 

As federal dominance developed there was a concurrent change in ap- 
proach. The protection of the individual was emphasized rather than the 
encouragement of enterprise, which the author identifies as the motivation 
of the earlier forms of local-state intervention. The Federal Land Bank 
System, the Federal Home Loan Bank System in 1932, and the Federal 
Housing Administration in 1934 made credit available in forms not existing 
in the private money market; special privileges were accorded favored classes. 
Credit became an instrumentality of the federal government to accomplish 
welfare ends. Other powers have been extended in this same direction, for 
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example eminent domain and police power controls under broader interpre- 
tations of public purpose and the general welfare which permit states and 
localities to benefit under federal programs. Federal powers for the chartering 
and regulation of financial institutions are used to regulate the flow of 
funds and to guide its direction; the taxing power is used to influence real 
estate investment and to direct it to social ends. Direct governmental 
expenditure, loans and subventions have been developed in various forms. 
War-born emergency powers have been employed in direct control over real 
estate credit, construction, prices and rents. But emergency powers over 
credit are not necessary since the control of real estate credit grows out 
of the constitutional monetary power of the federal government. 

Colean contends that in pursuit of its welfare objectives, the federal gov- 
ernment deviates from traditional lending practice. It is guided by considera- 
tions of the borrower rather than of mortgage risk and the terms of the 
credit are adjusted to the borrowers’ needs. Mortgage credit is used to en- 
courage home ownership and to control the quality of land planning, housing 
design and construction; through the credit device, real estate prices are 
influenced. As a stimulus, the credit power has been used to increase em- 
ployment, and where public credit is directly used, to insure that labor 
receives the “prevailing wage.” 

Inherent in the pattern of governmental intervention are numerous conflicts. 
In reaching out to control land development and construction quality through 
the credit device, the federal government has invaded the domain of local and 
state agencies. Conflict with private enterprise develops as the federal gov- 
ernment shifts in function from referee to prime mover—planner and stimu- 
lator if not executor. Various inconsistencies arise among the diverse objectives 
which the government pursues—protection of the borrower, sound lending 
institutions, home ownership, adequate housing for all families, a stable 
housing industry, stable price levels, housing for defense workers, low interest 
rates for veterans and others, and an adequate flow of mortgage money 
when and where needed. Colean might also have mentioned the internal 
conflict of the housing industry which resents government control in general 
and in some particulars but which has prospered greatly under this “Federal 
dominance.” 

As a case study of the development of an important segment of the 
institutional framework of the housing market and more particularly of 
credit arrangements within the housing market, this monograph is well done. 
The specifications of the study no doubt restricted the historical analysis 
to broad strokes; a more comprehensive exploration of the evolutionary 
aspects of the subject should some time be undertaken. The author evinces 
an appreciation of the social needs which activated the institutional modifi- 
cations, but this feeling is occasionally marred by a sub-surface viewpoint, 
breaking through in the choice of a word or the turn of a phrase, that the 
“government” is something outside the legitimate social fabric, not wholly 
beneficent nor wholly rational. The conflicts are presented, at least by 
implication, as something bad rather than something inevitable. But for the 
most part, objectivity has been admirably maintained. The study is an 
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important contribution to the basic literature in the field of urban land 
economics and finance. 
RICHARD U. RATCLIFF 
University of Wisconsin 


Residential Real Estate in Canada. By O. J. Firestone. (Toronto: Univer- 
sity of Toronto Press. 1951. Pp. xxii, 514. $5.00.) 

The Special Committee on Housing appointed by the Canadian House of 
Commons in 1935 to investigate means and methods of implementing a 
national housing program for Canada was repeatedly amazed at the lack 
of available data and information about housing. To remedy the situation 
the Committee recommended that provision should be made in housing 
legislation for the collection and dissemination of housing statistics and 
information. Fortunately, the advice was followed and the Dominion Housing 
Act of 1935 and the National Housing Act of 1938 specifically provide for 
housing research. Although little research was conducted under the auspices 
of these acts, the National Housing Act of 1944 in Section 24 states “it 
shall be the responsibility of the Central Mortgage and Housing Corporation 
to cause investigations to be made into housing conditions and the adequacy 
of existing housing accommodation in Canada” and this along with Section 27 
of the Central Mortgage and Housing Corporation Act which requires that 
the Corporation “shall conduct research into the business of lending money 
on the security of mortgages and for such purposes shall compile infor- 
mation relating thereto” gives a solid legislative base for research. This 
assent, complemented by a vigorous research policy has led to the develop- 
ment of an exceptionally active and able housing research organization 
within the Canadian government’s housing corporation. Since 1946 business- 
men and housing scholars have had at their disposal two excellent series 
—a quarterly, Housing in Canada and an annual, Mortgage Lending in 
Canada, Now the economic advisor to the Central Mortgage and Housing 
Corporation has prepared, with the close cooperation of the staff of the 
Economic Research Department, what is likely long to be the authoritative 
source book on Canadian housing. 

To facilitate its use, the book has been divided into five parts. Part I is 
a summary of the analysis (28 pages), Part II consists of the concepts and 
measurements (207 pages), Part III gives tabular material for 1921-1949 
(35 pages), Part IV explains the methodology and sources (110 pages) and 
in Part V supplementary data on housing statistics, 1867-1921, and housing 
legislation are given. 

As to be expected in a quasi-government publication, Part I—Summary 
of the Analysis—is somewhat of a misnomer. There is little analysis in the 
book, but rather a presentation of a study of “the quantity of housing in 
Canada and its changes” (p. 3). Thus it is a statement of what happened in 
the housing market rather than an explanation of w/y. Statistics are pre- 
sented on all phases of the housing stock, investment in real estate, financing 
housing requirements, transfers of existing real estate, housing by region, 
housing and population and housing in the national economy. The series on 
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investment in real estate and property transfers are perhaps the most in- 
genious and novel. The other material follows standard patterns. 

A study of the very complete section on sources and methods indicates 
the necessity of imagination in developing new statistical series. Many of 
the sources of information must have been laboriously tracked down and 
cleverly used. This raises the age-old problem of whether it is better to 
establish series for development purposes, which are somewhat open to 
error, or to wait (and hope) for methods and source material which will 
provide for absolute accuracy. Dr. Firestone obviously favors the first 
approach. 

As shown in the study, the housing progress of the Canadian government 
is extensive and expanding—from 3 per cent of all units built in 1936 with 
some sort of government assistance to about 40 per cent with aid in 1947. 
Appendix B briefly outlines the nature of the legislation. 

Such a study is valuable for three main reasons—the information it con- 
tains, the statement of methods and sources, and the incentive which it offers 
scholars to further work in this area. The book contains little 
analysis—and yet analysis of the impact of various factors on the housing 
market is needed. Economic research does not end with the compilation of 
data, but only with the testing of hypotheses and the development of gen- 
eralizations. The economics of housing is at present a sorely neglected field. 
It, however, can hardly be expected of government officials that they give an 


impartial analysis of the changing réle of public policy. By providing data, 
they can, and in this case have, provided a challenge to independent research 
scholars to continue the work. 

Dr. Firestone and his staff have, with this study, made a major contri- 
bution to knowledge of the Canadian economy, and have provided a standard 
of excellence for other agencies to aim at in their research work. 

James GILLIES 


University of California, Los Angeles 


Labor 


The New Deal Collective Bargaining Policy. By InviNG BERNSTEIN. (Berkeley 
and Los Angeles: University of California Press. 1950. Pp. xx, 178. $3.00.) 
New Deal collective bargaining policy has transformed labor relations in 
the United States. While this policy was shaped in the brief span of years 
from 1933 to 1935, its historical antecedents reach farther back into our 
history. Mr. Bernstein, although writing ticklishly close to the New Deal 
period, has given us a dramatic picture of the evolution of this significant 
legislation. His chapters show a rich familiarity with the voluminous litera- 
ture on labor relations. He has also examined some unpublished papers of 
Senator Wagner and interviewed some of the important personalities who 
aided in the formulation of New Deal labor policy. 
The author traces the historical precedents of collective bargaining, going 
as far back as the famous 1842 case of Commonwealth vs. Hunt. He cites 
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other court decisions, legislative acts, administrative orders, Congressional 
reports, and the findings of the Industrial Relations Commissions of 1902 
and 1914, to show how the right of unions to organize and to bargain collec- 
tively was established. Until this right could be converted into the employer’s 
duty, government assistance in enforcing it was not available. The Wagner 
Act of 1935 for the first time insured effective federal support to collective 
bargaining and led to the phenomenal growth of trade unionism in America. 
Why did not the government step into the picture and aid unionism before 
the 1930’s? Mr. Bernstein attempts to answer this important problem by 
analyzing the structure of unionism, the anti-union methods common in 
American industry, and the changed climate of public opinion during the 
depression. 

The trade union movement in the United States in 1930 was slowly slipping 
into oblivion and impotence. Its membership had been declining since 1920, 
its militancy had all but disappeared, and it failed miserably in its efforts 
to organize the workers in the mass production industries. Indeed, it was 
seriously questioned whether the structure of craft unionism fitted the needs 
of this growing class of industrial workers. The “voluntarism” policy of the 
American Federation of Labor’s leadership and their opposition to govern- 
ment intervention stood in the way of an aggressive legislative program. Mr. 
Bernstein reviews the factors responsible for the decline of unionism during 
the 1920’s; he calls attention to the postwar prosperity, the rise of real 
wages, the success of “welfare capitalism,” and the individualistic interests 
of American workers. He presents in proper perspective the anti-union tech- 
niques of American employers and shows how the “direct attacks on unions 
by such devices as discrimination, injunctions, espionage, strike-breaking, and 
company unions” contributed to the decline in unionism. 

The impact of the depression accelerated the trend toward union decline 
and soon forced the A.F.L. to give up its policy of voluntarism and seek 
government aid. It is in this frame of reference that the author analyzes the 
labor legislation of the 1930’s. In his words, “the New Deal intervention 
to protect the rights of wage earners was based on the assumption that they 
were unable adequately to organize themselves.” The first step in the New 
Deal policy regarding collective bargaining was found in section 7(a) of the 
National Industrial Recovery Act of 1933. This short and seemingly clear 
statement of policy led to bitter disputes between labor and management 
regarding its interpretation, and as a result, “the President, his advisers and 
Congress, to win support of both managemert and labor for the recovery 
program, had committed themselves, probably without realizing it, to a broad 
policy of intervention in collective bargaining that was to lead far beyond 
7(a).” 

In contrast to the N.I.R.A., the Railway Labor Act of 1934 was more exact 
and less open to ambiguity in its interpretation. Although the Railway Labor 
Act of 1926 established conditions for collective bargaining and laid down 
rules for its conduct, the labor leaders in the railroad industry felt a need 
“to strengthen the right of self-organization and the power of collective 
bargaining. . . .” The Emergency Transportation Act of 1933 greatly rein- 
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forced unionism in the railroad industry by empowering the Coordinator of 
Transportation to prohibit company unions, yellow dog contracts and enforced 
compliance with the Act of 1933. 

The author then takes up the first Wagner bill of 1934, tracing the cautious 
steps in formulation of the measure and carries it through its subsequent 
failure. It was prompted as a result of the weakness of 7(a) of the N.LR.A. 
regarding the power of enforcement. He points out that President Roosevelt 
remained aloof during the debates on the bill and finally sought to kill it. 
The impending steel crisis, however, forced him to take action. The result 
was Public Resolution No. 44, a stopgap measure, which created a National 
Labor Relations Board of three public members. It was empowered to make 
investigations, order and hold elections, hear discharge and discrimination 
cases and issue regulations. Although the resolution passed both houses with 
little opposition, it was widely recognized as only a temporary measure. 
Taken in its place in New Deal legislation, the resolution was important for 
several reasons. It provided an added year of board experience and educated 
the public to many of its problems. The A.F.L. was finally convinced of the 
futility of voluntarism and became committed to a policy of legislation. 

The sweeping Democratic victories in the 1934 election paved the way for 
the second Wagner bill, introduced and passed in 1935. It was a revision of 
the earlier measure but it had the experience of the N.L.B. and the N.L.R.B. 
to back it. Its proponents maintained that the concentration of economic 
power gave the employer an unfair advantage over unions and that the 
Wagner bill was designed to redress this balance and create mass purchasing 
power. They contended that Section 7(a) of the N.I.R.A. failed in practice 
to establish collective bargaining because of the weakness of its enforcement 
power. Strong unions were also urged as a bulwark against Communism. 
Opponents of the measure questioned its constitutionality as in violation of 
the Fourth, Seventh, and Fourteenth Amendments. They predicted that the 
bill would promote the “undemocratic” closed shop and destroy the “fair” 
company unions. Management contended further that the bill imposed re- 
sponsibilities on management without corresponding duties for unions. 

Mr. Bernstein analyzes the arguments on both sides and traces the various 
compromises in the evolution of the bill into its final form. He notes that 
President Roosevelt held back his support on the bill for a long period of 
time and it was not until the Supreme Court had invalidated part of the 
N.LR.A. that he gave it his wholehearted support. The bill passed both 
houses with very little opposition, much to the surprise of Senator Wagner 
and his supporters. This was probably due to the Democratic majority on 
the crest of its reform sentiment, the influence of labor, and the fact that 
many Congressmen thought that the bill was unconstitutional and were 
willing to leave it up to the Supreme Court to invalidate it. 

Since the author makes clear that the central ideas for the New Deal 
labor policy came not from President Roosevelt nor his Secretary of Labor, 
Frances Perkins, but rather from Senator Wagner, it is unfortunate that he 
did not deal more fully with the origins of the Senator’s views. 

University of Michigan 
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A Philosophy of Labor. By FRaNnK TANNENBAUM. (New York: Alfred A. 
Knopf. 1951. Pp. iv, 199. $2.75.) 

Professor Tannenbaum is an extraordinarily versatile man, whose first 
book, entitled The Labor Movement, appeared thirty years ago. Since then 
his principal investigations and publications have related to criminology and 
to agricultural and other social problems and movements, notably in his 
special field of Latin American history. In recent years he has been turning 
out some of the essays included in the little volume here under review. It 
will be interesting to see what the trade unionists themselves make of this 
analysis and prophecy concerning their movement, which, says Tannenbaum, 
“is the conservative movement of our time. It is the counterrevolution. Un- 
wittingly, it has turned its back upon most of the political and economic 
ideas that have nourished western Europe and the United States during the 
last two centuries. . . . This profound challenge to our time has gone largely 
unnoticed because the trade-union’s preoccupation with the detailed frictions 
that flow from the worker’s relation to his job seemed to involve no broad 
program.” In fact, the trend as sketched Tannenbaum does not regard as 
a conscious program of the labor movement. This trend he summarizes: “The 
trade-union is the real alternative to the authoritarian state. The trade-union 
is our modern ‘society,’ the only true society that industrialism has fostered. 
As a true society it is concerned with the whole man, and embodies the 
possibilities of both the freedom and the security essential to human dignity. 
The corporation and the union will ultimately merge in common ownership 
and cease to be a house divided. . . .” 

The feudal society of status and immobility our author regards as satisfy- 
ing the worker’s desire for identification with his work better than the social 
order following, which emphasized individual contract, mobility, freedom— 
and incidentally insecurity and irresponsibility. In guild, labor and other 
occupational organizations Tannenbaum sees groping for security and status, 
raising many social problem through restrictive action. His trenchant chapter 
entitled “Monopoly” concludes that “both industry and labor in a world of 
free competition lead toward monopoly. . . . Historically, the ideal of a free 
competitive world, where each man by himself is a representative of the 
implicit harmony of the whole, has proved a snare and a delusion, and self- 
defeating. Both labor and capital, when given the choice, have ‘escaped from 
freedom’ and bartered away their privileges for the hope of security.”” Union- 
ism has become big and welfare-fund-minded just in time to offer effective 
competition to the welfare state as the agency of security and improved 
status for labor—‘a division of power will make possible the survival of 
the sense of independence, which the welfare state would ultimately destroy, 
with the best intent in the world and in the name of freedom.” An optimistic 
view is given of the union’s encroachment on managerial responsibilities, partly 
based on the expectation that unions will obtain increasing proprietary 
shares in their industries. 

It is apparent that Tannenbaum has mapped some novel routes toward 
such conclusions as that trade unionism is only transiently beguiled by social- 
ist or other revolutionary leadership and that it makes in the end for the 
most practical democratic freedom and progress. The reader will also observe 
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that most of the book’s discussion pertains to the labor movement of the 
United States, with little attention to cross-currents even within this country’s 
unions. In the chapter on “Trade-Unionism and the Utopians” (the majority 
of economists being here regarded as Utopians), to be sure, there is much 
stimulating comment on world history of efforts of reformers and revolu- 
tionaries to direct the unions. But “it is not an accident that in the most 
fully developed industrial countries, Great Britain and the United States, 
control over the trade-unions by political parties has been least effective. That 
is true in Great Britain even today, where the Labour Party is in power... 
The Labour Party has won over the trade-union leaders to its own program, 
but it does not run the trade-unions, and it lives upon the sufferance of 
organized labor.” And the book closes with an argument beginning: “It is 
predictable that every state, including Great Britain, must end as a police 
state if the government becomes the arbiter of the innumerable incidents and 
accidents of industrial life.” 

The large body of readers interested in labor and management affairs will 
welcome this well-informed and highly readable attempt to depict the wood 
without stopping to sketch in all the trees. Few, perhaps, will accept all 
the sweeping generalizations; but at least the book is an up-to-date argu- 
ment that the long-term tendency of organized labor is not necessarily in 
the direction of a really socialist labor party. 

Z. CLARK DICKINSON 

University of Michigan 
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The American Social Security System. By Evettne M. Burns. (New York: 
Houghton Mifflin Co. 1949. Pp. xviii, 460. Appendix, pp. 35. $4.50.) 


American Social Insurance. By Domenico GAGLIARDO. (New York: Harper 
and Brother. 1949. Pp. xxiii, 671. $5.00.) 

Social security may have several meanings, but the meaning which Dr. 
Burns and Dr. Gagliardo choose to employ in their books is the assurance 
of a minimum “standard of living” through cash income security programs. 
Neither book explores the content of either a minimum scale of living or of 
a minimum standard of living, nor do they discuss the problem of setting 
up such a minimum. Since this is a basic criterion for judging the adequacy 
of any social security program, it is a real weakness that neither book does 
more than bow to it in principle, yet Dr. Burns had some sort of concept of 
a minimum scale in mind when she wrote that a specific benefit payment was 
too low. This omission corresponds to the situation existing in social security 
legislation and administration. Our social insurance and public assistance 
systems do not use an objective minimum scale or standard of living in 
determining payments to beneficiaries. Yet payments have to be made on 
some basis. 

A factor which could be used in explaining social security payments would 
be political expediency, but neither book applies this explicitly, although 
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some of the observations made by Dr. Burns concerning the predominance of 
veterans programs over social insurance and rivaling public assistance’ would 
lead to a suspicion that political pressure was at least as important as any 
other factor in shaping social security programs. 

The American Social Security System is a well-organized, integrated, 
thoughtful and informed book on social security cash income programs. Dr. 
Eveline Burns brings a broad social perspective as well as economic analysis 
of a high order to her task. The result is a good text and a book from which 
many people could learn not only a good deal technically about social 
insurance and public assistance, but in which they might find some startling 
comments and provocative ideas. 

Professor Gagliardo’s text is both more diffuse and more limited. While 
he defines social security broadly he is concerned only with social insurance. 
Public assistance is omitted, and thus he is prevented from judging the 
adequacy of our social security system in terms of its ability to provide 
a minimum scale of living. 

Both books were published shortly before the Social Security Act was 
revised; however, Dr. Burns’ book has an appendix on the 1950 amendments. 

Risks to income security covered by current programs which Professor 
Burns discusses are due to old age, loss of principal breadwinner, unemploy- 
ment, and sickness or disability. Unemployment is less adequately provided 
for than old age, while sickness or disability is at the bottom of the list 
with reference to adequacy of programs to meet the risk. In each of these 
cases she explains the existing programs, considering eligibility, benefits, 
financing and administration. She includes all programs providing for that 
particuiar risk, for example, an aged person may receive income from old 
age insurance under the Social Security Act or under the Railroad Retire- 
ment Act, from public assistance or from veterans disability payments. Pro- 
fessor Gagliardo discusses the same risks considering dependency not as a 
separate risk but only in connection with old age. He is confined to insurance, 
omitting public assistance. The use of public assistance to supplement in- 
surance programs and the fact that in some cases it outweighs insurance in 
numbers of recipients makes this an important omission. He introduces each 
subject with a discussion of the problem involved, for instance, the problem 
of old age, the problem of illness and disability. 

It is pointed out repeatedly in both books that American people prefer 
social insurance which is predictable and to which they have a “right” instead 
of relief (or public assistance) which requires a means test and which varies 
in amount. The fact, however, is that “‘. . . twelve years after the passage of 
the Social Security Act, despite the evident popularity of the technique of 
social insurance and the large number of social insurance programs now in 
existence, the majority of recipients of social security income at the present 
time still derive support from other types of measure, .. .” (Burns, pp. 
48-49). According to Dr. Burns the reason for this disparity between idea and 


* Dr. Burns states that “. . . more people are benefiting from the special status programs 
for veterans than from social insurance and the numbers almost equal those on public 
assistance” p. 47. 
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actuality is the recency of the social security programs, their limited coverage 
and eligibility restrictions. She notes in the appendix, however, that “The 
specific amendments [1950] reflected the objective of making the social in- 
surance technique the typical and major form of public social security provision 
against the old-age and death of a bread-winner’’ (p. 475). 

Veterans received $3,042,356,000 during 1947 from pensions, compensa- 
tion, unemployment allowances, and self-employment allowances. This was 
considerably larger than the $1,863,863,000 paid out for Old Age and Sur- 
vivors’ Insurance and railroad retirement, unemployment insurance (state 
and railroad), workmen’s compensation and state disability insurance (Burns, 
p. 48). Is it possible that it is easier to receive “income security” as a 
veteran than as an insured worker? Of course, if we were faced with the 
prospect of peace for a long period, the number of veterans provided income 
security should decline. 

Dr. Burns states that “. . . unmet need exists today because America has 
evolved an incomplete system consisting of a series of special programs, 

. underpinned in principle but unfortunately not in practice, by a non- 
categorical program which is supposed to provide for all those who for one 
reason or another fail to benefit from the special programs” (pp. 339-400). 
According to Mrs. Burns, this general public assistance program, receiving 
no federal subsidy, has been extended far beyond the purposes of the original 
act and is inadequate to meet its present uses. Neither does she think that 
the categorical assistance programs are adequate. “The special public 
assistance programs for the three categories, . . . do not wholly carry out 
the function theoretically assigned to them” (p. 401). Restrictive eligibility 
requirements, inadequate monthly payments, shortage of funds cause these 
inadequacies. 

Unemployment is far from adequately provided for by existing social 
security programs in Dr. Burns’ opinion. Dr. Gagliardo explains the existing 
system giving considerable attention to state unemployment compensation 
systems but he does not evaluate it in terms of the risk it is intended to 
meet. Dr. Burns’ observations are alarming on our readiness to meet cyclical 
unemployment as far as the mechanics of social security programs are 
concerned: 

“But should any serious depression occur, America would find herself as 
ill equipped to meet the needs of the long-period unemployed as she was in 
the thirties” (pp. 400-1). Among her chief reasons for making this state- 
ment are the following: (1) limited coverage of unemployment insurance, 
(2) limited benefit period, (3) the inverse correlation of experience rating 
plans with the business cycle (rate reductions more likely during recovery 
and prosperity periods and vice versa), (4) the steady fall in the rate of tax 
collected under experience rating systems, and (5) the extreme inadequacy of 
general public assistance to supplement unemployment insurance. 

VioLA Wyckorr 

New York University 
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Hour and Public Contracts Div., Dept. of Labor. 1950. Pp. 18.) 

The Federal Land Bank system—how it operates. Farm Credit Admin. circular no. 35. 
(Washington: Supt. Docs. 1951. Pp. 18.) 
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RFC administrative policy. Hearing before Senate Committee on Banking and Currency, 
82nd Cong., Ist sess., to hear S. Symington, administrator, Reconstruction Finance 
Corporation, Aug. 15, 1951. (Washington: Supt. Docs. 1951. Pp. 37.) 

Study of Reconstruction Finance Corporation and proposed amendment of RFC act. 
Report of the Senate Committee on Banking and Currency, 82nd Cong., Ist sess., to- 
gether with individual views, Aug. 20, 1951. (Washington: Supt. Docs. 1951. Pp. 95.) 


Business Finance; Investments and Security Markets; Insurance 


Bapcer, R. E. and GutHmann, H. G. Investment—principles and practice. (New York: 
Prentice-Hall. 1951. Pp. xx, 858. $5.75.) 

Dosrovorsky, S. P. Corporate income retention 1915-43. (New York: Nat. Bur. of Econ. 
Research. 1951. Pp. xviii, 120. $2.50.) 

Granam, B. and Dopp, D. L. with collaboration of C. Tatham, Jr. Security analysis. 3rd 
edition. (New York: McGraw-Hill. 1951. Pp. xiii, 770.) 

HatioweE t, B. C. A study of British interest rates, 1929-50, for Connecticut General Life 
Insurance Co. (Hartford: Conn. Gen. Life Insurance Co. 1950. Pp. 73.) 

Loss, L. Securities regulation. (Boston: Little, Brown and Co. 1951, Pp. xxvii, 1283. 
$17.50.) 

Mrn7z, I. Deterioration in the quality of foreign bonds issued in the United States, 1920- 
1930. (New York: Nat. Bur. of Econ. Research. 1951. Pp. xi, 100. $2.) 

Weissman, R. The investment company and the investor. (New York: Harper and Bros. 
1951. Pp. xxi, 217. $3.50.) 

Life insurance—fact book, 1951. (New York: Inst. of Life Insurance. 1951. Pp. 108.) 


Public Finance 

Anpverson, W. H. Taxation and the American economy—an economic, legal, and ad- 
ministrative analysis. (New Yozk: Prentice-Hall. 1951. Pp. xxi, 598. $6.) 

Dug, J. F. The general manufacturers sales tax in Canada. (Toronto: Canadian Tax 
Foundation. 1951. Pp. xi, 202. $2.) 

Exuis, M. The legislative budget—description and evaluation. (Washington: American 
Univ. 1951. Pp. 16.) 

Describes and appraises the legislative budget as provided in the Legislative Re- 
organization Act of 1946. 

FarnswortH, A, Addington—author of the modern income tax. (London: Stevens. 1951. 
Pp. xii, 140. 21s.) 

Lawton, F. J. Problems of federal expenditure control. Address before the annual meeting 
of Committee for Economic Development, New York City, Nov. 15, 1951. (Washing- 
ton: Bur. of the Budget. Pp. 11.) 

Macirt, R. F. Statement before the Joint Committee on Reduction of Nonessential Ex- 
penditures, Sept. 14, 1951. (New York: Committee on Federal Tax Policy. 1951. Pp. 
16.) 

Perry, J. H. Taxation in Canada. Sponsored by the Canadian Tax Foundation. (Toronto: 
Univ. of Toronto Press. 1951. Pp. xiii, 409. $6.) 

Popuvar, R. N. Finance of the government of India since 1935. (Delhi: Premier Publish- 
ing Co. 1951. Pp. iv, 322. Rs. 12/8.) 

Sraats, E. B. Statement before the Joint Committee on Reduction of Nonessential Fed- 
eral Expenditures, Sept. 26, 1951. (Washington: Bur. of the Budget. 1951. Pp. 9.) 

Warren, L. C. Statement before the Joint Committee on Reduction of Nonessential Fed- 
eral Expenditures, Sept. 26, 1951. (Washington: General Accounting Office. 1951. Pp. 
14.) 
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Annual control of the federal budget. Hearings before the Joint Committee on Reduction 
of Nonessential Federal Expenditures, 82nd Cong., 1st sess., Sept. 14-26, 1951. (Washing- 
ton: Supt. Docs, 1951. Pp. 59.) 

Consolidated general appropriation bill. Report of the Senate Committee on Rules and 
Administration, 82nd Cong., Ist sess., together with the individual views of Mr. Hayden. 
(Washington: Supt. Docs. 1951. Pp. 16.) 

Federal income tax treatment of capital gains and losses—a treasury tax study. (Wash- 
ington: Tax Advisory Staff of the Secretary, Treasury Dept. 1951. Pp. vi, 105.) 

First annual University of Denver Tax Institute, May 11 and 12, 1951, Denver, Colorado. 
Sponsored by the Univ. of Denver and the Colorado Society of Certified Public Ac- 
countants. (Denver: Univ. of Denver Press. 1951. Pp. 113.) 

Preventive tax planning—Revenue Act of 1951. Research Inst. analysis no. 84. (New 
York: Research Inst. of America. 1951. Pp. 80.) 

Revenue Act of 1951. Hearings before the Senate Committee on Finance, 82nd Cong., 
Ist sess. Pts. 1-3, June 28-Aug. 3, 1951. (Washington: Supt. Docs. 1951.) 

The Revenue Act of 1951—a summary. (Washington: Tax Advisory Staff of the Sec- 
retary, Treasury Dept. 1951. Pp. 36, mimeo.) 

Summary of the provisions of the Revenue Act of 1951 as agreed to by the conferees. 
Prepared by the staff of the Joint Committee on Internal Revenue Taxation. (Washing- 
ton: Supt. Docs. 1951. Pp. 75.) 

Statement showing . . . new obligatory authority available to government agencies for 
the fiscal year 1952, Nov. 7, 1951. (Washington: Bur. of the Budget. 1951. Pp. 6. 
Processed.) 


International Economics 


Avurricut, H. Guide to League of Nations publications. A bibliographical survey of the 
work of the League, 1920-1947. (New York: Columbia Univ. Press. 1951. Pp. xix, 


682. $10.) 

Cuanc, T. C. Cyclical movements in the balance of payments. (Cambridge: Cambridge 
Univ. Press. 1951. Pp. 224.) 

Dewar, M. Soviet trade with eastern Europe, 1945-1949. (London: Royal Inst. of Internat. 
Affairs. 1951. Pp. vii, 123. 8 s., 6d.) 

Hasenack, W. Bilanz der demontage—nachkriegsmethoden internationaler industrie politik 
und ihr einfluss auf die zukunft der europaischen wirtschaft. (Gottingen: Vandenhoeck 
und Ruprecht. 1951. Pp. 45. DM 3,50.) 

Leonarp, L. L. International organization. (New York: McGraw-Hill. 1951. Pp. 630.) 

Lortus, M. L. The International Monetary Fund, 1946-1950—a selected bibliography. 
(Washington: Internat. Monetary Fund. 1951. Pp. 21.) 

Stern, S. The United States in international banking. (New York: Columbia Univ. Press. 
1951. Pp. xiii, 447. $5.25.) 

Viner, J. International economics—studies. (Glencoe, Ill.: The Free Press. 1951. Pp. 381. 
$5.) 

These studies are gathered from the works and writings of Professor Viner over a 
thirty-year period. 

Am abend der demontage—sechs jahre reparationspolitik, mit dokumentenanhang. 
Herausgegeben vom Bremer Ausschuss fiir Wirtschaftsforschung. (Bremen: Friedrich 
Triijen Verlag. 1951. Pp. 196. DM 10,-.) 

Balances commerciales en longue periode. Papers presented at the Congrés de ]’Association 
Internationale des Sciences Economiques, Monaco, Sept. 10-13, 1950, by E. A. G. Robin- 
son, W. Leontief, G. A. Elliott, J. Weiller, J. Tinbergen, L. H. Dupriez, and R. S. 
Suvla. (Paris: La “Revue Economique.” 1951. Pp. 57. Reprint.) 

Development corporations and related institutions in selectex countries. Information as- 
sembled by the staff of the Econ. Dept. under the direction of F. W. Fetter. (Washing- 
ton: Internat. Bank for Reconstruction and Development. 1951. Pp. 142.) 
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European economic co-operation: a survey prepared by the Organisation for European 
Economic Co-operation. (Paris: Organisation for European Economic Cooperation. 
1951. Pp. 43.) 

Export controls and policies in East-West trade. Report of the Senate Committee on 
Interstate and Foreign Commerce, 82nd Cong., 1st sess. Senate rept. no. 944. (Wash- 
ington: Supt. Docs. 1951. Pp. 134.) 

Increase of lending authority, Export-Import Bank. Hearing before the House Committee 
on Banking and Currency, 82nd Cong., Ist sess., Sept. 18, 1951. (Washington: Supt. 
Docs. 1951.) 

Intra-European investments. (Paris: Organisation for European Econ. Cooperation. 1951. 
Pp. 69.) 

Mutual Security Act of 1951. Hearings before the Senate Committee on Foreign Relations, 
82nd Cong., 1st sess., July 26-Aug. 9, 1951. (Washington: Supt. Docs. 1951. Pp. 801.) 

The mutual security program for fiscal year 1952; basic data supplied by the executive 
branch for the use of the Senate Committee on Foreign Relations, 82nd Cong., 1st 
sess. (Washington: Supt. Docs. 1951. Pp. 78.) 

Participation of the United States government in international conferences July 1, 1949- 
June 30, 1950. Including the composition of U.S. delegations and summaries of the 
proceedings. Dept. of State pub. 4216. (Washington: Supt. Docs. 1951. Pp. xviii, 335. 
70c.) 

Point Four, Far East; a selected bibliography of studies on economically underdeveloped 
countries. Div. of Library and Ref. Svcs. bibliog. no. 57. (Washington: Dept. of State. 
1951. Pp. 46.) 

Point 4 in action. Dept. of the Interior pub. (Washington: Supt. Docs. 1951. Pp. 38.) 

Thirteenth report to Congress of the Economic Cooperation Administration for the quarter 
ended June 30, 1951. (Washington: Supt. Docs. 1951. Pp. xi, 156. 40c.) 

United Nations programme of technical assistance, report by the Secretary-Géneral, 13th 
sess. Econ. and Soc. Council E/20001. (New York: United Nations. 1951. Pp. 72, proc- 
essed.) 

U. S. bilateral technical assistance; principal activities in underdeveloped areas under the 
direction of the U.S. government agencies, fiscal year 1950. (Washington: Dept. of State. 
1950. Pp. 172.) 

U. S. economic assistance to Formosa—Jan. 1 to Dec. 31, 1950. (Washington: Econ. 
Assistance to Formosa, Mission to China. 1951. Pp. 46.) 

United States foreign-aid programs in Europe. Hearings before a subcommittee (on visit 
to Europe), 82nd Cong., 1st sess., July 7-23, 1951. (Washington: Supt. Docs. 1951. Pp. 
298.) 

Yearbook of the United Nations 1950. U.N. pub. 1951.1.24. (New York: Columbia Univ. 
Press, in cooperation with the United Nations. 1951. Pp. xii, 1068. $12.50.) 


Business Administration 


Cassapy, R., Jr., and Jones, W. L. The nature of competition in gasoline distribution at 
the retail level—a study of the Los Angeles market area. (Berkeley and Los Angeles: 
Univ. of California Press. 1951. Pp. xii, 220. $3.50.) 


Core, A. H., compiler, assisted by V. Jenness and G. V. Lindfors. Measures of business 
change. (Chicago: Richard D. Irwin. 1952. Pp. xii, 444. College ed., $7.50.) 
The librarian of Baker Library, Harvard Grad. School of Bus. Admin., has prepared 
a guide to some 449 measures of business change, covering national as well as local and 
regional indexes. Included are the indicators prepared by private enterprises and the 
major indicators published by the various agencies of the federal government. 


Davis, R. C. The fundamentals of top management. (New York: Harper and Bros. 1951. 
Pp. xvii, 825. $6.) 
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Ecner, E. Wirtschaftliche raumordnung in der industriellen weltabhandlungen zur indus- 
triellen standortpolitik. (Bremen-Horn: Walter Dorn Verlag. 1950. Pp. 118.) 

Lincotn, J. F. Incentive management—a new approach to human relationships in in- 
dustry and business. (Cleveland: Lincoln Electric Co. 1951. Pp. 280. $1.) 

MacNrece, E. H. Production forecasting, planning, and control. (New York: Wiley. 1951. 
Pp. 305.) 

Wasuincton, G. T. and Rotuscuizp, V. H., 2d. Compensating the corporate executive. 
Business, tax and legal aspects of salary and profit-sharing contracts, stock bonus and 
stock purchase plans, stock options, deferred compensation, pensions, governmental and 
judicial controls over executive compensation. Rev. ed. (New York: Ronald Press. 
1951. Pp. xiv, 586. $12.) 

Managem. accounting. (London and New York: Anglo-American Council on Produc- 
tivity. 1950. Pp. viii, 71. 2s.) 

Municipal accounting and auditing. (Chicago: Nat. Committee on Governmental Ac- 
counting. 1951, Pp. x, 250. $4.) 

The role of economic theory in the teaching of marketing. A round table presented at 
teachers’ sessions of the American Marketing Association, Chicago, Dec. 1950. Con- 
tributors, R. Bartels, M. Anshen, F. M. Boddy, G. H. Brown, M. Bronfenbrenner. 
(Athens: College of Bus. Admin., Univ. of Georgia. 1951. Pp. 56, mimeo.) 

Twenty-third annual Boston Conference on Distribution, Oct. 1951. A national forum for 
problems of distribution sponsored by the Boston Chamber of Commerce in coopera- 
tion with Harvard Univ. Grad. School of Bus. Admin., Boston Univ. College of Bus. 
Admin., Mass. Insf. of Technology, and others. (Boston: Boston Conference on Dis- 
tribution. 1951. Pp. 112. $4.) 

Using accounting tools in the defense economy. Papers presented at the thirty-second 
Internat. Cost Conference, Chicago, Ill., June 25-27, 1951. (New York: Nat. Assoc. of 
Cost Accountants. 195!. Pp. vi, 170.) 


Industrial Organization; Public Regulation of Business 


Apams, L. P. Wartime manpower mobilization—a study of World War II experience in 
the Buffalo-Niagara area. Cornell stud. in indus. and lab. relations, vol. I. (Ithaca: N.Y. 
State School of Indus. and Lab. Relations. 1951. Pp. xi, 169, $1.) 

Arsu, A. and Hewett, N. The anatomy of private industry. A Socialist policy for the 
future of the joint stock company. (London: Fabian Pubs. (Victor Gollancz). 1951. 
Pp. 40. 2s.) 

ANpERSON, D. Aluminum for defense and prosperity. (Washington: The Public Affairs 
Inst. 1951. Pp. 40. 50c.) 

Cuester, D. N. The nationalised industries—an analysis of statutory provisions. Rev. 2nd 
ed. (London: Allen and Unwin, for the Inst. of Public Admin. 1951. Pp. 93. 7s., 6d.) 

Cooke, C. A. Corporation trust and company—an essay in legal history. (Cambridge: Har- 
vard Univ. Press. 1951. Pp. 206. $3.) 

DiSaurz, M. V. Price stabilization to October 1951: a summary of operations, by Michael 
V. DiSalle, Director of Price Stabilization to the Joint Committee on Defense Produc- 
tion, (Washington: Supt. Does. 1951. Pp. 17.) 

Haceporn, G. G. Studies on concentration: the Federal Trade Commission versus the 
facts. Econ. Pol. Div. ser., no. 43. (New York: Nat. Assoc. of Manufacturers. 1951. 
Pp. 40.) 

Hammonp, R. J. Food. The growth of policy. (London: H. M. Stat. Office and Longmans, 
Green. 1951. Pp. vii, 436. $5.75.) 

Vol. I, History of the Second World War, United Kingdom civil ser., edited by W. K. 
Hancock. 

Harniss, C. L. History and policies of the Home Owners’ Loan Corporation. Financial re- 
search program, stud. in urban mortgage financing. (New York: Nat. Bur. of Econ. 
Research. 1951. Pp. xix, 204. $3.) 


| 

| 

| 


TITLES OF NEW BOOKS 227 


Janeway, E. The struggle for survival—a chronicle of economic mobilization in World 
War II. Chronicles of America ser. vol. 53. (New Haven: Yale Univ. Press. London: 
Geoffrey Cumberlege. 1951. Pp. v, 382. $5; textbook ed., $2.50.) 

Jones, J. H. with Ancty, E. Fifty billion dollars—my thirteen years with RFC. (New 
York: Macmillan. 1951. Pp. xvi, 631. $6.) 

Knupson, J. K. Transport mobilization program. An address. Bus. inf. bull. no. 14. (Bloom- 
ington: Bur. of Bus. Research, Indiana Univ. School of Bus. 1951. Pp. 13, processed.) 

Mutts, J. I. A proposed system for classifying manufacturing concerns by size. (Washing- 
ton: Office of Small Business, Nat. Production Authority, Dept. of Commerce. 1951. Pp. 
iv, 90, processed.) 

NicHo.ts, W. H. Price policies in the cigarette industry—a study of “concerted action” 
and its social control 1911-50. (Nashville: Vanderbilt Univ. Press. 1951. Pp. xix, 444. 
$6.) 

Penrose, E. T. The economics of the international patent system. (Baltimore: Johns Hop- 
kins Press. 1951. Pp. xv, 247, $4.) 

Ross, A. M., compiler. Preliminary inventory of the records of the War Shipping Ad- 
ministration. Prel. inventories, no. 30. (Washington: U.S. National Archives. 1951. Pp. 
35, processed.) 

Sace, G. H. Basing-point pricing systems under the federal antitrust laws—a legal, busi- 
ness, and economic analysis. (St. Louis: Thomas Law Book Co. 1951. Pp. xvii, 381. $10.) 

ABC’s of CMP; an outline of the principles and procedures of the Controlled Materials 
Plan. (\. shington: Nat. Production Authority. 1951. Pp. 15.) 

Defense Production Act amendments of 1951. Hearings before the Senate Committee on 
Banking and Currency, 82nd Cong., 1st sess., Aug. 30-Sept. 21, 1951. (Washington: Supt. 
Docs. 1951. Pp. 781. 

Defense Production Act amendments of 1951. Hearings before the House Committee on 
Banking and Currency, 82nd Cong., Ist sess., Oct. 9-10, 1951. (Washington: Supt. Docs. 
1951. Pp. 94.) 

First annual report of the activity of the Joint Committee on Defense Production, to- 
gccher with materials on national defense production and controls. 82nd Cong. Senate 
rept. 1040. (Washington: Supt. Docs. 1951. Pp. 385.) 

Labor participation in defense mobilization; report of the Senate Committee on Labor and 
Public Welfare, 82nd Cong., 1st sess., together with supplemental views of Mr. Taft. 
(Washington: Supt. Docs. 1951. Pp. 11.) 

The mobilization program. Report of the House Committee on the Judiciary, 82nd Cong., 
1st sess. House rept. 1217. (Washington: Supt. Docs. 1951. Pp. 104.) 

Investigates the impact of the mobilization program on concentration of economic 
power and on the maintenance of competition. 

The national defense Congress: summary of the legislative record of the 82nd Cong., 
Ist sess., presented by Mr. McFarland, Oct. 19, 1951. (Washington: Supt. Docs. 1951. 
Pp. 68.) 

Patent extension. Hearings before subcommittee no. 3 of the House Committee on the 
Judiciary, 82nd Cong., 1st sess., June 20 and 22, 1951. (Washington: Supt. Docs. 1951. 
Pp. 121.) ; 

Price and wage controls. A statement on national policy by C.E.D. Research and Policy 
Committee. (New York: Committee for Econ. Development. 1951. Pp. 41. Single copy, 
gratis.) 

Problems of small business under the Controlled Materials Plan. Hearings before subcom- 
mittee no. 3 of the House Select Committee on Small Business, 82nd Cong., 1st sess. 
(Washington: Supt. Docs. 1951.) 


Problems of small business under the Controlled Materials Plan; preliminary report of the 


House Select Committee on Small Business, 82nd Cong., 1st sess. (Washington: Supt. 
Docs. 1951. Pp. 35.) 
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Production and allocations. Joint hearing before the Committees on Banking and Currency 
and the Select Committee on Small Business, 82nd Cong., 1st sess., to hear Charles E. 
Wilson, director of Office of Defense Mobilization and Manly Fleischmann, administra- 
tor of the National Production Admin., Oct. 12, 1951. (Washington: Supt. Docs. 1951. 
Pp. 43.) 

Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 82nd Cong., 1st sess., May 21-July 
26, 1951. Pt. 4, The mobilization program. (Washington: Supt. Docs. 1951. Pp. 1060.) 

Study of monopoly power. Hearings before the Subcommittee on Study of Monopoly 
Power of the House Committee on the Judiciary, 82nd Cong., 1st sess., July 11-Sept. 
14, 1951. Pt. 5. (Washington: Supt. Docs. 1951. Pp. 302.) 


Public Utilities; Transportation; Communications 


Forp, P. and Bounn, J. A. Coastwise shipping and the small ports. (Oxford: Basil Black- 
well. 1951. Pp. 52. 10s., 6d.) 

Jeanneney, J. M. and Corriarp, C. A. Economie et droit de Vectricité. (Paris: Ed. 
Domat-Montchrestien, for the Univ. of Grenoble. 1950. Pp. 276.) 

Monr, C. C., compiler. Guide to the Illinois Central archives in the Newberry Library 
1851-1906. (Chicago: The Newberry Library. 1951. Pp. xvi, 210. Apply.) 

NicHotson, J. L. Air transportation management—its practices and policies. (New York: 
John Wiley and Sons. London: Chapman and Hall, Ltd. 1951. Pp. xi, 441. $6.50.) 

Owen, W. Automobile transportation in defense of war. A report prepared ‘ur the De- 
fense Transport Admin. (Washington: Supt. Docs. 1951. Pp. ix, 68. 25c.) 

Smitu, L. The power policy of Maine. (Berkeley and Los Angeles: Univ. of California 
Press. 1951. Pp. vi, 344. $5.) 

Domestic land and water transportation. Progress report of the Domestic Land and 
Water Transportation Subcommittee of the Senate Committee on Interstate and Foreign 
Commerce, 82nd Cong., Ist sess., Oct. 19, 1951. (Washington: Supt. Docs. 1951. Pp. 
87.) 

Niagara Falls and Niagara River, N.Y. Hearings before a subcommittee of the Senate 
Committee on Public Works, 82nd Cong., 1st sess., Aug. 21 and 22, 1951. (Washington: 
Supt. Docs. 1951. Pp. 260.) 

Niagara power development. Hearings before the Subcommittee on Rivers and Harbors 
of the House Committee on Public Work, 82nd Cong., 1st sess., Sept. 19-21, 1951. (Wash- 
ington: Supt. Docs. 1951. Pp. 170.) 

Preliminary abstract of railway statistics for the year ended Dec. 31, 1950. Pub. by Bur. 
of Transport Economics and Statistics, Interstate Commerce Commission. (Washington: 
Supt. Docs. 1951. Pp. 49.) 


Industry Studies 
ALLEN, G. C. British industries and their organization. 3rd ed. (New York and London: 
Longmans, Green. 1951. Pp. xi, 289. $3.25.) 


GERSCHENKRON, A., assisted by Erticu, A. A dollar index of Soviet machinery output, 
1927-28 to 1937, Ranp rept. R-197. (Santa Monica: The Ranp Corp. 1951. Pp. v, 
357.) 


Lier, A. Harvey Firestone—free man of enterprise. With foreword by Allan Nevins. (New 
York: McGraw-Hill. 1951. Pp. xi, 324. $3.) 


Land Economics; Agricultural Economics; Economic Geography 


Baumuorr, R. G. The dammed Missouri Valley, one sixth of our nation. (New York: 
A. Knopf. 1951.) 

Benepict, M. R. Food and feed reserves. Agric. Committee rept., planning pamph. no. 
76. (Washington: Nat. Planning Assoc. 1951. Pp. iv, 47, 50c.) 
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Brooks, E. M. and Kirxsrive, J. W. Statistical handbook of agriculture in the United 
States. (Washington: Div. of Special Farm Statistics, Bur. of Agric. Econ. 1951. Pp. 94.) 

Gates, W. B., Jr. Michigan copper and Boston dollars—an economic history of the Michi- 
gan copper mining industry. (Cambridge: Harvard Univ. Press. 1951. Pp. xiv, 301. $5.) 

Iyencar, S. K. Rural economic enquiries in the Hyderabad State 1949-51. (Hyderabad: 
Government Press. 1951. Pp. xx, 658. Rs. 15/-.) 

Lraer, E. Chief factors underlying general changes in rail freight rates, with special 
reference to farm products, 1910-51. (Washington: Bur. of Agric. Econ. 1951. Pp. 58.) 

Maas, A. A. Muddy waters: the Army Engineers and the nation’s rivers. Harvard pol. 
stud. (Cambridge: Harvard Univ. Press. 1951. Pp. 306.) 

Marsa, C. F., editor. The Hampton Roads communities in World War II. By the Hamp- 
ton Roads-Peninsula War Studies Committee, College of William and Mary. (Chapel 
Hill: Univ. of North Carolina Press. 1951. Pp. xv, 337. $6.) 

Munsy, D. L. Industry and planning in Stepeny—a report presented to the Stepney Re- 
construction Group. (London and New York: Geoffrey Cumberlege, Oxford Univ. 
Press. 1951. Pp. xv, 466. $5.50.) 

Rasmussen, W. D. A history of the emergency farm labor supply program 1943-47. Agric. 
monog. no. 13. (Washington: Supt. Docs. 1951. Pp. 298.) 

Warowe tt, C. A. R. Regional trends in the United States economy. (Washington: Bur. 
of Foreign and Domestic Commerce, Office of Bus. Econ, 1951. Pp. 121.) 

Administration of natural resources; a selected list of references. (Knoxville: Tennessee 
Valley Authority, Technical Library. 1951. Pp. 16, processed.) 

Agricultural production and food consumption in western Europe. Pub. of Office of 
Foreign Agric. Relations. Agric. monog. 10. (Washington: Supt. Docs. 1951. Pp. 66.) 

Baltimore in important competition. Stud. in bus. and econ., vol. 5, no. 3. (College Park: 
Univ. of Maryland, 1951. Pp. 22.) 

Crops and markets, 1951 edition. Prepared by Bur. of Agric. Econ. (Washington: Supt. 
Docs. 1951. Pp. 144.) 

An interpretation of the recommendations of the President’s Water Resources Policy 
Commission before the Subcommittee on Irrigation and Reclamation, House Committee 
on Interior and Insular Affairs, 82nd Cong., 1st sess., May 18-22, 1951. (Washington: 
Supt. Docs. 1951. Pp. 67.) 

Mid-century Alaska. Pub. of Office of Territories, Dept. of Interior. (Washington: Supt. 
Docs. 1951. Pp. 155.) 

Rebuilding the federal range: a resource conservation and development program. Pub. of 
Bur. of Land Management, Dept. of the Interior. (Washington: Supt. Docs, 1951. 
Pp. 23.) 

Regional studies of the Australian woolgrowing industry. I, Australian Capital territory. 
II, Longreach-Blackall district, Queensland. (Canberra: Bur. Agric. Econ., Dept. of 
Commerce and Agric. 1951. Pp. viii, 65.) 


Labor 


Baker, H. and Benjamin, H. C., compilers. The office library of an industrial relations 
executive 1951. 6th ed. (Princeton: Indus. Relations Section, Princeton Univ. 1951. Pp. 
vi, 42.) 

Bouvier, E., S.J. Neither right nor left in labor relations. (Montreal: Indus. Relations 
Section, Univ. of Montreal. 1951. Pp. 203.) 

Dustin, R., editor. Human relations in administration—the sociology of organization— 
with readings and cases. (New York: Prentice-Hall. 1951. Pp. xvii, 573. $5.50.) 

Norturvup, H. R. Strike controls in essential industries. Stud. in bus. econ. no. 30, (New 
York: Nat. Indus, Conference Board. 1951. Pp. 56.) 
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Pererson, F. American labor unions—what they are and how they work. Rev. ed. (New 
York: Harper and Bros. 1952. Pp. xii, 270. $3.50.) 

Suarp, I. G. Industrial conciliation and arbitration in Great Britain. (London: Allen and 
Unwin, 1951. Pp. v, 466. 25s.) 


Sterner, G. V. Legislation by collective bargaining—the agreed bill in Illinois unemploy- 
ment compensation legislation. (Champaign: Inst. of Indus. Relations, Univ. of Illinois. 
1951. Pp. v, 61. Paper, $1; cloth, $1.50.) 
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NOTES 


EpITorRIAL NoTE 


In departing after eleven years from the duties of managing editor of the Review, my 
valedictory will consist mainly of a quotation from my last report to the Executive Commit- 
tee of the American Economic Association, as follows: 

“I wish to express to the members of the Executive Committee, past and present, my 
thanks for their counsel and for the sense which they have given me of their confidence 
and support. I wish to testify also to the peculiar conscientiousness and competence with 
which the members of the Board of Editors have performed their services. It has been 
a point of particular satisfaction, and an element inseparable from the quality of the 
Review, that the most gifted younger economists have been willing to serve on this 
Board. To them should be directed a large share of the appreciative and encouraging 
words which have come my way. Such words, it may be said in passing, always arouse in 
me a sense of surprise, since in the editorial chair one is mainly conscious of short- 
comings, of product short of aspiration and plans short of fulfillment. 

“Finally, I must express my great satisfaction that the Executive Committee has placed 
the succession in the highly competent hands of Professor Haley. To him I can report 
that the pleasant and rewarding features of the editorship far outweigh what our fore- 
fathers called the ‘trials and tribulations.’ The sense of constructive contribution to one’s 
profession and the breadth and warmth of the personal relations which can spring up, 
even under the circumstance of having to pass out disappointments and to render severe 
critical judgments, are among the rewards. Even the unending routine has its own fascina- 
tion. The piles of manuscript, the ranks of books are always beckoning to tasks that are 
never finished and never adequately performed. It is only by an act of will, or by some 
principle of economizing effort, that one ever succeeds in reserving the time for one’s other 
and major preoccupations, Without the least sense of wasted effort, one could permit the 
editorship to expand almost into a full-time job. 

“There are, it is true, hazards in the sphere of human relations, arising especially out of 
the outraged feelings of the authors of books reviewed and the severe curbs I have felt 
it necessary to place upon assigning space to their rebuttals. And there are pits into which 
the editorial judgment may fall. But in retrospect I am amazed at how little trouble has 
arisen from these sources. I count it some sort of triumph, more of the human spirit than 
of my performance, that I have been denounced only twice to this Committee and can 
count serious controversies on the fingers of one hand.” 

To this statement I wish only to add that my greatest satisfaction arises, in retro- 
spect, from a sense of having aided a long list of young men to perfect their earliest con- 
tributions to economics and to establish these qualities in the competition of the public 
forum. 

My thanks, to be adequate, must reach to hundreds of persons who have provided kind- 
ness, encouragement, assistance and personal consideration along the way. 

Paul T. Homan 


Hereafter all manuscripts and editorial correspondence relating to the American Eco- 
nomic Review should be directed to Bernard F. Haley, Managing Editor, American Eco- 
nomic Review, Stanford University, Stanford, California. 
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Frank H. Knight, of the University of Chicago, has been appointed chairman of the 
American Economic Association nominating committee for the current year. He would 
appreciate having suggestions for officers for next year at as early a date as possible. 


EXCHANGE OF BACK NUMBERS OF THE American Economic Review 


Inquiries concerning the availability of back numbers of the American Economic Review, 
the Papers and Proceedings, and other publications of the Association should be directed 
to Dr. James Washington Bell, Secretary, American Economic Association, Evanston, IIli- 
nois. While the Association is not equipped to serve as a dealer in secondhand copies of 
our publications, it is our wish to be helpful to members and others who have a problem 
of filling gaps in files or want old numbers for one reason or another. We also keep our 
list of past publications up to date and furnish back numbers stil] in print. During the 
postwar period we substantially reduced our inventory and more gaps are now appearing 
in the list of numbers still available, but we make an effort to buy back numbers which 
are missing and still in demand by running advertisements in the Review. We also furnish 
the names of dealers in the market who handle secondhand periodicals. 

For the time being, we are prepared to announce applications for purchase of old copies 
and also the old copies for sale. 

Another aspect of the matter of back copies is the desire of foreign universities to build 
up their files, especially for the postwar years, without having the dollar funds to buy 
them. Recently, for example, an American scholar at the University of Ankara, Turkey, 
has expressed the great desire for copies prior to 1949. We should be glad to hear from 
persons willing to contribute back files for this purpose. 


RESEARCH FELLOWSHIPS 


The Carnegie Corporation of New York, on November 20, 1951, made a grant of funds 
to the Council on Foreign Relations for the establishment of several research fellowships, 
which will be open to men with the rank of assistant or associate professor, for work in 
New York. 

Each fellow will be expected during his term of appointment to undertake original 
research with a view to publication either under Council auspices or through other chan- 
nels. 

For further information applicants should address Dr. Percy W. Bidwell, Director of 
Studies, Council on Foreign Relations, 58 East 68th Street, New York 21, New York. 


Deaths 


Ingvald W. Alm, of the department of accounting, Indiana University, died on September 
26, 1951. 

Harry M. Cassidy, professor of social welfare and director of the School of Social Work, 
University of Toronto, died November 2, 1951. 

Arthur D. Gayer, professor of economics and chairman of the department of economics, 
Queens College of the City of New York, and lecturer in economics, Graduate School of 
Arts and Sciences, New York University, died November 17, 1951. 

Roswell C. McCrea, former dean of the Graduate School of Business and Hepburn 
professor of economics, Columbia University, died July 3, 1951. 


Appointments and Resignations 


Anthony L. Angeline has been appointed instructor in economics at the College of Saint 
Elizabeth. 

T. S. Ashton, of the London School of Economics, has been appointed visiting pro- 
fessor at the Johns Hopkins University in the current term. 

Henry Bardach is now international economist with the Department of State, Wash- 
ington, D.C. 
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Joseph Begando, formerly of the University of Illinois, is assistant professor of market- 
ing at the University of Kansas. 

J. Russell Boner, recently returned from more than four years’ service with ESS-SCAP 
in Japan, is now branch economist in the Apparel Branch of the Office of Price Stabiliza- 
tion. 

R. W. Bradbury, formerly of the University of Florida, has joined the Department of 
State as economic officer, American Consulate, Sao Paulo, Brazil. 

George F. Break has been appointed assistant professor of economics and research 
assistant in the Institute of Industrial Relations, University of California, Berkeley. 

Hans Brems has resigned as assistant professor of economics at the University of 
Copenhagen, Denmark and is now lecturer in economics at the University of California, 
Berkeley. 

Martin Bronfenbrenner is on leave from the University of Wisconsin this semester to 
study problems related to the integration of the Japanese and the Southeast Asian econo- 
mies at the ECAFE Headquarters in Bangkok, Thailand. 

Yale Brozen has returned to Northwestern University after a year’s leave of absence to 
conduct research under a grant from the Rockefeller Foundation. 

James A. Brunner has resigned from Otterbein College to become assistant professor of 
marketing at the University of Toledo. 

Arthur R. Burns will succeed James W. Angell as executive officer of the department 
of economics at Columbia University beginning with the spring session. 

Alfred F. Chalk has been granted leave of absence from the A. and M. College of Texas 
to accept an appointment with the regional Wage Stabilization Board in Dallas. 

Edward H. Chamberlin, of Harvard University, was awarded the honorary degree Dr. 
Honoris Causa by the University of Paris in December, 1951. 


J. M. Clark has been appointed the first occupant of a new chair in political economy 
at Columbia University named in honor of his father, the late John Bates Clark. 

Elliott S. Clifton has been promoted to the rank of assistant professor in the department 
of economics and sociology at Iowa State College. 

C. M. Crawford, on leave of absence from the University of Florida, is instructor in 
marketing at the University of Illinois. 


Keith Davis has been appointed associate professor, department of management, School 
of Business, Indiana University. 

Milton Derber has been appointed acting director of the University of Illinois Institute 
of Labor and Industrial Relations. 

Robert C. Earnest, formerly of the Ohio State University, has joined the business finance 
staff of the Kansas State College. 

John B. Ewing, labor economist of the Bureau of Employment Security, Department of 
Labor, has been made a member of the Other Nations Affiliation Committee of the Inter- 
national Association of Public Employment Services. 

Dwight Gentry has been appointed associate professor of marketing at Wake Forest 
University. 

Carter Goodrich, of Columbia University, is on a United Nations mission in Bolivia. 

Michael Gort has been appointed lecturer in economics, University of California, 
Berkeley. 

Dean Gregory has accepted an appointment to take charge of the Dhahran, Saudi 
Arabia branch of the American International College established there for the Air Force and 
the Arabian-American Oil Company. 

Edward W. Hanczaryck, of Northwestern University, has been appointed assistant pro- 
fessor of economics and business administration at West Virginia University. 
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Ernest C. Harvey, formerly of the Institute of Science and Technology, University of 
Arkansas, has joined the staff of the Tennessee Valley Authority as industrial economist 
in the Division of Regional Studies. 

Marion Hathway, formerly of the University of Pittsburgh, has succeeded Miss Florence 
Peterson as director of the department of social economy at Bryn Mawr College. 

Donald R. Hodgman has been appointed assistant professor of economics and research 
assistant in the Institute of Slavic Studies, University of California, Berkeley. 

J. Fred Holly has been named head of the economics department, University of Ten- 
nessee. 

Morris Horowitz has resigned from the University of Illinois to become acting director 
of the Office of Case Analysis of the Wage Stabilization Board in Washington, D.C. 

Rate A. Howell, formerly of Washington State College, has become an instructor in 
business law at the Ohio State University. 

Thomas S. Isaack, of Indiana University, has been appointed assistant professor of eco- 
nomics and business administration at West Virginia University. 

Bruce Kelly has been appointed instructor in economics at the University of Florida. 

J. W. Kennedy has resigned from the University of Florida to accept an appointment 
as associate professor of economics at Alabama Polytechnic Institute. 

John A. Kirkpatrick has been appointed instructor in economics at A. and M. College of 
Texas. 

Himy Kirshen, of the University of Maine, is a visiting professor at the University of 
Wisconsin in the current semester. 

Richard L. Kozelka is on part-time leave from the University of Minnesota to conduct 
a survey, sponsored by the American Association of Collegiate Schools of Business and 
Beta Gamma Sigma, aimed to develop more useful standards of professional training. 

Carl Kreider has been granted a three-year leave of absence from Goshen College to 
accept an appointment as dean of the College of Liberal Arts.of the International Chris- 
tian University now being organized in Japan. 

Kenneth Lambert, of the Ohio State University, has been emmeteint assistant professor 
of economics and business administration at West Virginia University. 

John D. Langum has been appointed professor of business administration, School of 
Business, Indiana University. 

John M. Letiche has been promoted to the rank of assistant professor of economics, 
University of California, Berkeley. 

Robert T. McMillan is currently on leave from Alabama Polytechnic Institute to serve 
as Economic Cooperation Administration consultant in the Farm Rehabilitation Program 
in the Philippine Islands. 

Charles E. Meyerding has been appointed to the faculty of the University of Minne- 
sota. 

J. E. Morton, on leave from Cornell University, is director of the Survey of Statistical 
Operations of the Bureau of Mines, Department of Interior, a survey undertaken by the 
American Statistical Association on behalf of the Bureau of Mines. 

Sanford A. Mosk has been promoted to professor of economics at the University of 
California, Berkeley. 

Lawrence B. Myers is serving as economist with the Economic Cooperation Administra- 
tion in Greece. 

Thaddeus J. Obal has joined the research staff of the Joint Committee on the Economic 
Report as associate economist. 

Robert W. Oliver has been appointed visiting assistant professor of economics at the 
University of Southern California. 

Joseph D. Phillips, formerly of the University of California at Santa Barbara, has joined 
the faculty of Champlain College as associate professor of economics. 
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Walter Polner, formerly of the University of Wisconsin, has been appointed instructor in 
labor and industrial relations and extension in the University of Illinois Institute of Labor 
and Industrial Relations. 

Nathan Reich has been promoted to professor of economics at Hunter College. 

Samuel B. Richmond has been promoted to assistant professor of business statistics, 
Graduate School of Business, Columbia University. 

Vernon W. Ruttan, formerly of the University of Chicago, has joined the staff of the 
Tennessee Valley Authority as industrial economist in the Division of Regional Studies. 

John Sagan has been appointed economic analyst for the Ford Motor Company at Dear- 
born, Michigan. 

Roy T. Shaw, Jr., has resigned from the Ohio State University to become head of the 
department of marketing at the Texas Technological Institute in Lubbock, Texas. 

Robert T. Sprouse has been appointed to the teaching faculty of the University of 
Minnesota. 

H. Ellsworth Steele has been promoted to research professor in the department of eco- 
nomics and business administration at Alabama Polytechnic Institute. 

Charles J. Stokes, on leave from Atlantic Union College, is serving as director of re- 
search, Office of Price Stabilization, Region I (New England). 

Norman E. Taylor has resumed teaching at the University of Minnesota. 

Joseph Thompson, formerly of the University of Illinois, is now instructor in marketing 
at Michigan State College. 

L. Reed Tripp has been granted a second-semester leave from the University of Wis- 
consin to serve as chief economist of the Wage Stabilization Board, Washington, D.C. 

Harold G. Vatter, of Oregon State College, has joined the faculty of Champlain College 
as associate professor of economics. 

Wellington J. Voss is lecturer in economics in the Graduate School of Social Science, 
Catholic University of America. 

John J. Walsh has retired from teaching in the Graduate School of Social Science, 
Catholic University of America. 

Frank B. Ward has succeeded Theodore W. Glocker as dean of the College of Business 
Administration of the University of Tennessee. 

Nugent Wedding has been promoted from assistant professor to associate professor of 
marketing at the University of Illinois. 

Robert S. Weinberg has left Market Data Research Associates and Columbia University 
to resume active duty with the Air Force as Project SCOOP liaison officer to the Air 
Material Command, Wright-Patterson Air Force Base, Dayton, Ohio. 

Clarence M. Weiner, formerly senior management analyst of Survey Institute, Inc., has 
accepted an appointment as assistant director of the research and engineering department, 
United Auto Workers—CIO, in Detroit. 

Alvin B. Wooten has been appointed instructor in economics at the A. and M. College 
of Texas. 

Frederick B. Wright, of Pennsylvania State College, has been appointed instructor in 
economics and business administration at West Virginia University. 

Mary M. Zender has been promoted from lecturer to associate professor of social 
economy at Bryn Mawr College. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary's Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
not this section is performing a real service, the Secretary would appreciate receiving 
notification of appointments made as a result of these announcements. It is optional 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 

Communications should be addressed to: The Secretary, American Economic 
Association, Northwestern University, Evanston, Illinois. 


Vacancies 
Principles of economics: The University of Puerto Rico needs a man to teach a basic 
course in economics in its College of Agriculture and Mechanic Arts during the 
academic year 1952-53. The candidate should have the degree of Master of Arts or 
its equivalent. P146 


The Newark College of Arts and Sciences of Rutgers University would like to hire 
an economist whose appointment at the rank of associate professor or professor 
would be justified by his training, experience, and achievements. The particular field 
of economics is not as important as the man or woman. The appointment is to begin 
September, 1952. P147 


Consultant in research and economic development: The Cuban Board of National 
Economics wants an economist with experience in research and economic develop- 
ment as full-time consultant, one-year contract subject to renewal if mutually satis- 
factory. P148 


Consultant in international economics: The Cuban Board of National Economics 
wants an economist with experience in international economics and trade as full-time 
consultant, one-year contract subject to renewal if mutually satisfactory. P149 


Economists Available for Positions 


International economics, money and banking, government and business, labor and 
industrial relations, theory, history of economic thought: Man, 36, married, B.A., 
M.A., Ph.D., Columbia University. Five years of top level research with the U.S. 
Government, including FEA and State Department; 6 years of college teaching, in- 
cluding | gg courses; consultant to Puerto Rican Government, 2 consulting engi- 


neering firms, and a Congressional committee; has written 4 books and has 3 others 
in progress and under contract with publishers. Now employed in private industry; 
wishes to return to academic life or government research. E243 


Advertising, marketing, salesmanship, retailing, merchandising, small business opera- 
tion, business psychology: Woman, 34, married, M.S., New York University, School 
of Retailing, working towards Ph.D. Six years as copy writer and sales manager with 
leading department stores and mail order houses; 2 years of college teaching in field; 
2 years in government. Presently associated with advertising agency but desires return 
to academic life. Available in February or September, 1952 E254 


Economic analysis, business cycles, public finance, money and banking, national in- 
come, international economics, statistics: Man, 34, married, Ph.D. residence com- 

leted. Seven years as economist-writer with research and investment organization; 
brief teaching experience; research in Middle East economy. Seeks research, writing, 
or teaching position, West Coast preferred. E278 


Economic theory, history of economic thought, business cycles, capital and labor 
problems, international trade, comparative economic systems: Man, 45, European, 
three German degrees, including doctor's. Fifteen years of university teaching ex- 
perience; original contribution to the theory of economics; author of several works 
in three languages; excellent criticisms and recommendations from many university 
professors. Wishes position in economics. E317 


International trade, economic principles, public control of business, money and bank- 
ing, history of economic thought, labor problems, business cycles, statistics, business 

ministration: Man, 26, married, B.B.A.; M.S., Columbia University; honors; com- 
pleted Ph.D. residence requirements and ‘oral examinations at Columbia University, 
working on dissertation. Extensive teaching experience in economics at large Eastern 
university. Seeks teaching position. Available in September, 1952. E360 


Principles, theory, money and banking, international economics, comparative systems, 
cycles: Man, 27, M.A. Now finishing Ph.D. dissertation at leading university. Teach- 
ing experience. "Seeks college position. Would consider other work using economics, 

several languages. E371 


International economics, principles, theory, history of economic thought, economic 
history, economic systems, labor economics, money and banking: Man, 39, married, 
Ph.D. Experience with Federal Security Agency, War Labor Board; formerly chief 
repatriation division of UNRRA, U.S. Zone, Germany; university administrative and 
teaching experience; now engaged in pce work at London School of Economics. 
Can accept either academic or nonacademic position. Available in September, oe 

373 


Principles of economics, international economics fiscal policy, money and banking, 
statistics: Man, 26, married, M.A. in economics. Three years of teaching experience 
in college; desires teaching position near a university in which graduate studies can 
be continued or in a university in conjunction with graduate study. Available in Sep- 
tember, 1952. E375 


Business cycles, economic statistics, money and banking, international economics, 
economic om Man, 30, Ph.D. Brief teaching experience and substantial research 
work. Desires teaching, research, or statistical analyst position. Available in Sep- 
tember, 1952. E382 


Economics, economic history, geography: Man, 33, British, permanent U.S. visa, 
B.A., M.A., Cambridge University, B.Com., B.Sc_Econ., MSc., Ph.D. thesis in 
process, University of London; work in political science, University of Chicago. 
Undergraduate, graduate, and adult teaching experience, United States, Britain, and 
Germany; 7 years in British Army and R.A.F.; Cambridge scholarship holder; 
familiar with British, Irish, French, and Belgian economies; international public speak- 
ing; currently assistant professor of history; résumé supplied on request. Seeks U.S. 
or Canadian business, research bureau, or teaching offer. Available —— 

395 


Economic theory, money and banking, international economics, statistics, economic 
thought, welfare economics, investments, economics of industry: Man, 28, B.A. 

Cantab.), M.A., University of California. Industrial and business experience. Seeks 
research or teaching position. E397 


Insurance, international egy foreign trade, economic history, business law, 
marketing, investments: Man, 44, Ph.D. Associate professor, college near Los Angeles: 
also University of California. Practical experience in insurance and foreign trade. 
Available for academic appointment, September, 1952. E398 


Labor relations, corporate organization and management, marketing, corporation 
finance, economic principles: Man, 47, married, M.B.A. from leading graduate school 
of business administration. Twelve years of experience in editing business and pro- 
fessional publications; 5 years with business research and consulting firm. Qualified 
for editorial responsibility, bureau of business research, university extension pro- 
gram, teaching. E399 


Labor, industrial organization, economic systems, economic history, theory, sociology: 
Maan, 31, dissertation nearing completion at Eastern university. Assistant professor in 
large state university; currently on leave with foundation grant. Prefers position in 
strong liberal arts college. E400 


Principles of economics, history of economic thought, value determination, theories 
of price and distribution, labor-management relations: Man, 22, M.A., University 
teaching experience; familiar with research techniques. Desires full or part-time 
position in small public or private college. Available after June 1, 1952. E401 


Economics and business administration: Ph.D., professor and department head, in- 
terested in summer appointment. Alfred Borneman, 66 S. Main St., Northfield, Vt. 


Economic theory, American economic history, business cycle analysis, history of 
economic thought, labor problems, international trade: Man, 27, married, B.A. (His- 
tory), M.A. (Economics), now engaged on predoctoral research at the University of 
Cambridge, England. Teaching experience in both economics and history; desires 
teaching position with opportunity to continue doctoral research. Available in Sep- 
tember, 1952. E402 


Money and banking, corporation finance, investments, principles, theory, comparative 
economic systems: Man, 38, married, Ph.D. Eleven years of teaching experience, in- 
cluding graduate courses; over 2 years in government research and administrative 
position; some writings. Seeks position for summer of 1952. Would consider perma- 
nent position north of the Ohio and east of the Mississippi Rivers. E403 


Economic theory, corporation and public finance, international economics, business 
and government, labor and industrial relations, marketing, statistics: Man, 28, mar- 
ried, A.B., A.M., Stanford University, Ph.D. course and examination requirements 
fulfilled, dissertation nearing completion. Now assistant professor, Western college. 
Available for academic appointment, September, 1952. Also will consider research or 
advisory position. E404 


Economic principles, intermediate theory, labor economics, labor relations, labor his- 
tory, social security, comparative systems, industrial organization and public control 
of industry, public utilities and transportation: Man, 32, married, M.A., University 
of Michigan; Ph.D. expected in February, 1953. Four years of university teaching 
experience in field; 5 years of government service, mostly War Labor Board; some 
industrial experience. Available in September, 1952. E405 


Good Place to Werk 


Telephone people know from 
their experience over many years 
that the telephone company is “a 
good place to work.” 

Wages are good, with regular, 
progression raises. There is a com- 
plete Benefit and Pension Plan 
with all costs paid by the company. 
The work is interesting, with many 
opportunities for advancement. 


Last year, for instance, over 
45,000 Bell Telephone men and wo- 
men were promoted to higher jobs. 


Telephone people have found 
respect and opportunity in the 
business. They’ve found pleasant 
associates and fair play; signifi- 
cantly, about one out of every four 
new employees is recommended by 
a present employee. 


BELL TELEPHONE SYSTEM 


2 
| | | 
=, 


Jwo New Irwin Books 


Ready March 1 


PRINCIPLES OF INSURANCE 


By Robert J. Mehr and Emerson Cammack, both of The University of Iilinois 


Written for the general survey course in insurance, this new text is designed to 
serve as a basis for the education of the insurance buyer and also to serve the 
needs of a first course for the student preparing for the insurance profession. 


The organization and emphasis of the book are unique in the field of insurance 
education. It does not follow the usual pattern of covering each branch of 
insurance and each contract independently and completely before going on to 
the next. Instead, it seeks to develop principles which can be used by the buyer 
in understanding any insurance contract he picks up or any insurance practice 
he comes in contact with. Although the book has its share of factual details, the 
authors’ chief aim is to present principles and practices. 


Students as well as instructors will appreciate the clear and interesting style of 
writing. As an aid to discussion, questions of the thought-provoking type are 
included for each chapter. Be sure to consider this book for your insurance 
courses. Send for examination copy. 


Just Published 


MANAGEMENT TRAINING: Cases 
and Principles 


By William J. McLarney, University of Maryland 


Here is a comprehensive text and casebook for college courses, extension courses, 
and for conference-discussion training groups within industry. It deals with the 
problems of the first-line supervisor and the middle-management man. It presents 
time-tested and proven principles of management at the first and second line and 
covers these four important supervisory problems: how the supervisor should 
handle the problems and principles involved in the organization of management; 
how the supervisor should manage his job and increase the efficiency of his unit; 
how the supervisor should select and develop his work force; and how the super- 
visor should handle his workers. 


Two hundred and fifty cases, gathered from industry: and government, permit 
the student to apply the principles of supervision to real situations. This book 
should be considered for such courses as Management Training, Supervisory 
Management, Employee-Employer Relations, and Foremanship. Available to users 
of the text is a Conference Leader’s Guide which suggests how the book might 
be handled in conferences and includes questions for each of the chapters in the 
book. 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINOIS 
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A vital economic issue 


4 THEORY OF PRICE CONTROL 
By John Kenneth Galbraith 


Price control as an instrument of economic policy—the limits within 
which it serves a useful function, the point when it becomes pernicious. 
For everyone interested in the price of beefsteak—from the student of 
economics to the hungry artist. Text edition, $1.50 


Essential reading for every prospective college teacher 


An Informal Guide 

Edited by Bernice Brown Cronkhite 

Designed especially for the beginner who has to face his classes with 
little previous experience or instruction in effective teaching. Well on 
its second printing because college teachers find it really tells them 
something useful about how to teach. $3.75 


At your bookseller, or 


{is} / HARVARD UNIVERSITY PRESS, 44 Francis Ave., Cambridge, Mass. 


GOVERNMENT REGULATION 
OF BUSINESS 


Above all else that may be said about this book, it is truly a textbook written for 
college students in a language that is simple and void of bewildering technical 
terms. It is written in a vibrant, direct style that carries keen interest at a high 
pitch. Its true test as a textbook is in its fascinating appeal and its readability. It 
is exceptionally well organized; it moves swiftly and clearly to the point. The 
student is presented with a picture of government regulations and legal inter- 
pretations as growing and changing influences rather than static and fixed influ- 
ences. Emphasis is placed on the problems of the administration of business under 
laws and regulations. It is up to date, timely, and lasting, including the latest 
Supreme Court decisions and emphasis on the changes in the philosophy of law 
and government of the last twenty years. Questions are included for class dis- 
cussion. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 2. New Rochelle, N.Y. Chicago 5 San Francisco 3 Dallas | 
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THE INCOME OF SOCIETY 
An Introduction to Economics 


By Elizabeth Ellis Hoyt, lowa State College 
Discusses the major economic problems of today and places 
them in a social setting. Emphasis is laid upon the profound re- 
lationships between social and economic forces in creating the 
income of society, and upon the significance of the uses to which 
society puts this income. 753 pages, 21 illustrations, 50 tables. 


PRICE ECONOMICS 
By Robert B. Pettengill, University of Southern California 


A college textbook for intermediate courses in economic theory. 
Merges the institutional and theoretical approaches to the study 
of prices and quantities of goods and services, and discusses re- 
cent important developments in price theory. 

483 pages, 69 illustrations. 


ECONOMICS OF BUSINESS ENTERPRISE 


A Study of the Firm in the Aggregate Economy 
By George J. Cady, University of Redlands 


Economic theory in terms of interaction between individual 
firm policies and the aggregate economy. Analyzes firm policies 
under various competitive conditions in a way to give concrete 
understanding of business economics. For intermediate courses. 

452 pages, 76 illustrations, 12 tables. 


ECONOMICS OF INCOME AND 
CONSUMPTION 


By Helen G. Canoyer and Roland S. Vaile, both of the 
University of Minnesota 


This text gives the consumer-student a more useful understand- 
ing of the simple, unchanging laws of economics by showing how 
the income of an economy is distributed among various factors 
of production, and how the consumer’s share of this income is 
used to direct future production. 

355 pages, 37 illustrations, 55 tables. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N.Y. 
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Ready in June... 


PRINCIPLES OF MARKETING 
Fifth Edition 
By Harold H. Maynard and Theodore N. Beckman, both 
of The Ohio State University. Revised by Theodore N. 


Beckman, with the assistance of William R. Davidson, 
The Ohio State University 


This new, completely revised edition of an outstandingly suc- 
cessful standard textbook provides a broad understanding of the 
fundamentals of marketing and of our marketing system. The 
approach is basically functional and represents both the con- 
sumer and social points of view. Drawing upon recent data from 
a wide range of sources, the authors make full use of the factual 
and quantitative aspects of the subject. The various marketing 
institutions, functions, and policies are treated in proper perspec- 
tive. Major emphasis is on principles derived from analysis of all 
pertinent phases encompassed by marketing as a field of economic 
study. Rich in illustrative material. 


Approx. 860 pages, 27 tables, illustrated. 


AN INTRODUCTION TO 
BUSINESS MANAGEMENT—Fourth Edition 


By Harold H. Maynard and Walter C. Weidler, both of 
The Ohio State University 


A basic textbook designed to give a comprehensive picture of 
the business world today and to serve as a foundation for later 
specialized courses. The authors provide a coordinated and bal- 
anced view of business as a whole, treating the problems and 
practices of our business system in such a way as to avoid undue 
emphasis on any one subject and at the same time to give the 
essentials of each. Outstanding features are the use of the func- 
tional approach and the recognition given to the problems of the 
small businessman. Teacher’s manual available. 


619 pages, 25 illustrations. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N.Y. 
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THE INTERNATIONAL ECONOMY 
Third Edition 


By John Parke Young, Department of State; formerly 
of Occidental College 


Up-to-date, comprehensive description and analysis of inter- 
national trade and economic policies, covering their history, 
methods, and theoretical basis. Now in its third edition, this 
widely used textbook is distinguished by its clarity and thorough- 
ness. 813 pages, 16 illustrations, 24 tables. 


PRACTICAL EXPORTING 
By Philip MacDonald, The College of the City of New York 


Describes and explains, in their logical order, the essential steps 
in present-day export transactions. Covering every phase of sell- 
ing to overseas buyers, this highly practical textbook helps clarify 
the exporting business for the college student. 

355 pages, 39 illustrations. 


CORPORATE FINANCE AND REGULATION 


By Chelcie C. Bosland, Brown University 


This introductory textbook presents a broad and balanced view 
of the American business corporation as it functions today in an 
environment strongly colored by government regulation. De- 
signed for one-semester courses, it provides a sound perspective 
with an economy of time. 529 pages. 


PROBLEM MANUAL IN 
CORPORATION FINANCE 


By Paul M. Van Arsdell, University of Illinois 


Designed as a supplement to any standard text, this manual 
helps to develop analytical judgment and an understanding of 
essential principles and relationships. The problems are arranged 
topically and the later ones illustrate important points considered 
earlier in the manual. 182 pages. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N.Y. 
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INSURANCE —Third Edition, Revised Printing 


By S. B. Ackerman, New York University 


Up-to-date version of this authoritative work, well suited as a 
textbook for students and those about to undertake examinations. 
This reprinting treats all common types of coverage, including 
newest; reflects changes brought about by recent legislation, un- 
derwriters’ decisions. Practice problems. 769 pages, 29 tables 


PRINCIPLES OF URBAN REAL ESTATE 


By Arthur M. Weimer, Indiana University; and 
Homer Hoyt, Homer Hoyt Associates 
This standard textbook for courses in real estate and land 
economics analyzes real estate values into their component fac- 
tors, with emphasis on money returns. The book explains the 
administration of real estate development, financing, and market- 
ing. Revised Edition. 512 pages, 49 illustrations, 16 tables 


THE STOCK MARKET 


By George L. Leffler, The Pennsylvania State College 


A comprehensive, up-to-date study of the stock market. Covers 
in detail the customer-broker relationship, the leading trading 
methods, the factors affecting stock prices, the economic func- 
tions of the securities markets, and the relations between the gov- 
ernment and the investment business. 

580 pages, 37 illustrations, 25 tables. 


PERSONAL FINANCE 
By Elvin F. Donaldson, The Ohio State University 


This successful textbook fully covers the content of the grow- 
ing number of college courses in personal finance. It gives ade- 
quate and practical guidance toward doing a better job in the 
management of personal funds. 

499 pages, 14 illustrations, 40 tables. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N.Y. 
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Ready in April ... Two Important New Textbooks 


MARKETING IN THE 
AMERICAN ECONOMY 


By Roland S. Vaile, University of Minnesota; 
E. T. Grether, University of California; and Reavis Cox, 
University of Pennsylvania 


This distinctive new basic textbook presents marketing as a com- 
plex and vital force in our system of free enterprise. It recognizes 
not only that students must have a clear understanding of why 
marketing exists and how it is carried out in the American economy, 
but also that they must be enabled to judge how well it discharges 
both its social and economic tasks. Examines marketing as the prime 
force behind the allocation and use of resources, the distribution of 
private income, and the over-all functioning of the American pro- 
duction-consumption program. Thoroughly analyzes marketing 
specialization and integration; interregional marketing; marketing 
efficiency and control. Approx. 762 pages, 26 illustrations. 


PERSONNEL ADMINISTRATION 


By William W. Waite, Columbia University 


Based upon the author’s extensive experience in teaching and in 
industry, this new textbook restates the fundamental philosophies of 
personnel administration which have evolved during the past half 
century, and shows how these fundamentals find continual expres- 
sion in present-day administrative techniques. Covers the functions 
of employing, training, and administering the work force, and the 
broader contacts of management with labor. Emphasis is laid upon 
the demonstrated capacity of Americans for solving personnel prob- 
lems by a combination of adaptability, common sense, and a grow- 
ing understanding of human relations. 

Approx. 656 pages, 118 figures. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street New York 10, N.Y. 
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BUSINESS LAW 


CLIFFORD M. HICKS, University of Nebraska 


A fresh approach to the subject. The features which 

most clearly distinguish it from other texts in the 

field also help to make it unusually teachable: (1.) 

Abstracts of cases are all in a uniform style, with 

HARPER emphasis on facts, judgment, rule, and decision, 

and all confusing legal pleading and extraneous 

defenses carefully edited out. More cases are thus 

TEXTS included, allowing instructors freedom of choice. 

(2.) Authenticity of legal statements in the dis- 

Just cussion is assured by quoting directly decisions 

used to develop and summarize legal principles. 

Published (3.) All problems are actual cases. Instructor's An- 
swer Book and Tests. 


1155 pages $6.00 


SURVEY 
of ACCOUNTING 


LEONARD W. ASCHER, San Francisco State College 


HARPER & 
BROTHERS 


A full treatment of both the elements of bookkeep- 
ing and the fundamentals of accounting. While 
the mechanics of bookkeeping are presented in the 49 East 33d St. 
conventional way, in other respects the text breaks 
new ground: (1.) It provides at many points a New York 16, 
helpful discussion of interpretative aspects of ac- 
counting, and shows the student w/y certain prac- New York 
tices are followed; (2.) It introduces a number of 
important topics not usually covered in elementary 
texts, including a section on theory. A large num- 
ber of questions and problems is provided. 


717 pages Text $5.00 Solution Forms $2.50 


RECENT REVISIONS OF NOTED HARPER TEXTS 


World Resources and Industries 
REVISED EDITION (1951)—ERICH W. ZIMMERMANN 


Survey of Labor Economics 
REVISED EDITION (1951)—FLORENCE PETERSON 


Economics 
REVISED EDITION (1950)—JOHN ISE 
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BUSINESS 
FLUCTUATIONS 


ROBERT A. GORDON, University of California NEW 


A sound and comprehensive analysis of business 

cycles, combining theoretical, historical, and _ sta- HARPER 
tistical approaches. Designed for upper-division 

courses in both economics departments and schools TEXTS 
of business administration, it covers modern theory ‘ 
of income determination, nature and causes of busi- April 
ness fluctuations, and forecasting and control of 


these fluctuations. 


COMPARATIVE 
ECONOMIC SYSTEMS 


HARPER & Fourth Edition 
BROTHERS WILLIAM N. LOUCKS and J. WELDON HOOT 


A new edition of a work which was the 
49 East 33d St. first college text in this important field and 

New York 16, has steadily maintained its leadership. Some 
175 colleges and universities adopted the 
New York third edition for the first time. Nearly 400 
institutions have used or are using this text. 
An extensive revision, particularly with ref- 
erence to Britain, the Soviet Union, Italy and 
Germany, with new material on Argentina, 
Spain, and Israel. 


IMPORTANT RECENT HARPER TEXTS 


Government and Business 
VERNON A. MUND 


Economics of Transportation 
MARVIN L. FAIR and ERNEST W. WILLIAMS, JR. 


Economics of Money and Banking 
LESTER V. CHANDLER 
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"Stimulating and well written...” 


PUBLIC FINANCE 
AND FISCAL FINANCE 


By Ricuarp W. LinpHotm. Enthusiastically received, 
this text covers comprehensively and accurately all the 
material for a complete modern course in public 
finance. 732 pages, $5.50 


“Professor Lindholm has devoted a great deal of space 
to policy discussions. Since public finance has always 
been the concern of administrators and politicians as 
well as of economists and political scientists, this is 
... one of the most useful contributions of the book. 
. .. The author is realistic in his approach and follows 
a middle course that would be difficult to quarrel 
with. . . ."—-American Economic Review 


New Revised Edition... 
INTERNATIONAL 
COMBINES IN 
MODERN INDUSTRY 


By Atrrep Piumm™enr. In line with present-day 
interest in international trusts and cartels, this 
new third edition furnishes a wealth of informa- 
tion on these closely guarded subjects. Describes 
many important international combines, the con- 
ditions favoring their formation, their effects and 
tendencies, and future prospects. 309 pages, $6.00 


VARIATIONS OF 
REAL WAGES AND 
PROFIT MARGINS 


By SHo-Cuten Tstanc. A thorough, theoretical 
and statistical study of the relation of the move- 
ments of real wages and profit margins in relation 
to the trade cycle. The author examines objec- 
tively the Hayek theory of the Ricardo Effect, and 
shows in detail where the facts support it, and 
where its principal limitations lie. 174 pages, $5.00 


| 
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just published .. . 


WAR AND DEFENSE 
ECONOMICS 


by Jules Backman, Solomon 
Fabricant, Martin Gainsbrugh, 
Emanuel Stein, and Antonin 
Basch. 458 pp. $4.50 


A complete analysis of an economy 
geared to war or defense production. 
It provides an integrated and com- 
prehensive examination of the prob- 
lems, and an evaluation of various 
proposed solutions. It covers today’s 
moderate armament economy as well 
as the program in all-out war. 


THE ECONOMICS OF 
ARMAMENT INFLATION 
by Jules Backman, 234 pp. $1.75 


Contains six chapters from the above 
book which deal with armament in- 
flation, plus a chapter on Wage 
Stabilization and the complete De- 
fense Production Act with Amend- 
ments, 1951. 


CAPITALISM 
IN AMERICA 
by Frederick M. Stern. 118 pp. $.50 


Discusses in a lucid and readable 
fashion the nature of the American 
economy. Its principal thesis is that 
a classless society is compatible only 
with democratic capitalism. It is writ- 
ten in the form of letters from a Ger- 
man national now an American citi- 
zen to a friend in Paris. 


avatlable march 


232 madison ave. 


RINEHART & CO. 


n.y. 16 


ECONOMIC SYSTEMS 

IN ACTION: The United States, 
The Soviet Union, and The 
United Kingdom. 


by Alfred R. Oxenfeldt, City College 
of New York. Probably 212 pp. $2.00 


A very up-to-date and complete book 
describing the workings of three 
present-day economic systems. The 
arrangements and functioning of 
these three economies are discussed 
in terms of the manner in which they 
deal with fundamental economic 
problems, e.g.: efficiency of produc- 
tion, method of income distribution, 
directing people into their own most 
productive occupation, etc. 


LAW IN ITS APPLICATION 
TO BUSINESS, REV. 


William H. Schrampfer, lowa State 
College. Probably 1120 pp. $7.50 


A basic treatment of American law 
as applied to business and economic 
life. In this new edition, stress has 
been placed upon the preventive as- 
pects of law. Much of the text ma- 
terial has been rewritten and ex- 
panded, the number of illustrations 
has been greatly increased, and two 
new chapters covering Insurance and 
Landlord and Tenant have been 
added. 


Complimentary examination copies of 
all books listed are available to in- 
structors of related courses. 
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Coming April 28 


The most comprehensive encyclopedia of places to be 
found in any language 


The Columbia Lippincott 
GAZETTEER OF THE WORLD 


T= most up-to-date geographical and cultural record of the world in 
existence. This huge book describes every place of any importance or in- 
terest on earth. It contains 5,500,000 words, over 2,100 3-column pages, 
130,000 entries covering the chief geographical entities and political divisions 
of the world from A. to Zywiec. 150 experts, under the editorial direction of 
Leon E. Seltzer, spent five years of the most exacting scholarship to produce 


this absolutely irreplaceable reference, without parallel or rival. 


WHAT YOU WILL FIND 


Pronunciations, population, longitude and lat- 
itude of goegraphical and political locations. 
Basic facts about industry, agriculture, natu- 
ral resources. Thorough, brief notes on cul- 
tural institutions, monuments. 


SOME HIGHLIGHTS 


UNITED STATES—Every county and incor- 
porated town listed in the 1950 census plus 
thousands of unincorporated towns, 


GERMANY—War damage, reconstruction un- 
der way, industrial changes, population shifts. 


INDIA AND PAKISTAN—Every change that 
has resulted from the division of India in 
1947 along with former status of places affected 
by the change. 


RUSSIA AND EASTERN EUROPEAN COUN. 
TRIES—Vital information extracted from be- 
hind the Iron Curtain, including important 
new economic developments. 


CHINA—The first complete place-to-place 
coverage—facts and figures received just be- 
fore the Communist conquest. 


EASY TO USE 


An unrivalled system of cross references helps 
to locate any information you want no matter 
what name or spelling is given. There are 
listings of all the names that a town has had 
during its history, and the variants given to 
it for different purposes. There are translit- 
erated spellings out of Kussian, Chinese, 
Greek, Arabic and other languages, which do 
not use the Latin alphabet. Anyone who can 
read can find exactly what be wants to know 
in a few seconds im this compendium of the 
most useful geographical and historical in- 
formation man has accumulated to date. 
Trim size 8% x 11%, thumb indexed, sturdy 
legal buckram binding. 


A SAMPiE ENTRY FROM 
THE GAZETTEER 


Abadan (A”budin’, Abadin’), town (1940 pop. 
39,739), Sixth Prov., in Khuzistan, SW Iran, port 
on the Shatt al Arab (Iraq line) 30 mi. from the 
head of the Persian Gulf, and 30 mi. ESE of Basra; 
30°20'N 48°18’E. One of world’s leading oil-re- 
fining and -shipping centers, situated on N end of 
40-mi-long Abadan isl. in Shatt al Arab delta; 
linked by highway with Ahwaz and by pipe lines 
with the near-by oil fields of Khuzistan (Lali, 
Masjid-i-Sulaiman, Haft Kel, Agha Jari, Gach 
Saran); airport. Refinery and Ist pipe line were 

begun 1909-10, completed 1913. 


Brochure with sample page available upon request 


Order now and save money 


Price $50.00 


Pre-publication price $47.50 


Published April 28 


COLUMBIA UNIVERSITY PRESS 


Dept. AE, Morningside Heights, New York 27, N.Y. Gl 
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MACMILLAN—2 new books for 


economists and students 


THE ECONOMIC SYSTEM 
An Analysis of the Flow of Economic Life 


E. T. WEILER University of Illinois 


Using the whole economy as a basic unit of study, without 
neglecting the elements of which it is comprised, the author, a 
specialist in the teaching of the beginning economics course, 
emphasizes both the general equilibrium theory and the inter- 
connections between parts of the economy and progresses step- 
by-step, dropping one qualifying factor after another, until 
the student is brought to an understanding of how govern- 
ment, money and monetary institutions, international trade, and 
economic growth modify this picture. The treatment integrates 
general theory and monetary theory and stresses economic 
growth, treating business cycles as a growth phenomenon. Flow 
charts and diagrams are used extensively. A Problems Book 
containing objective and essay-type questions geared to the 
text will also be available. Ready in April 


CHANGING CONCEPTS 
OF BUSINESS INCOME 


Here is a timely analysis of the concepts of business income by 
a study group set up on the initiative of the American Institute 
of Accountants. The group suggests that financial reports could 
be made more practical if greater attention were given to the 
specific purposes for which they are used. Chief among their 
recommendations is the proposal that costs and income be 
measured in units of equal purchasing power, instead of in the 
customary dollar unit. Published in January—$2.00 


THE MACMILLAN COMPANY, NEW YORK, N.Y. 
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OXFORD BOOKS 


White Collar rhe american Middle Classes 


By C. WRIGHT MILLS. A nation- 
ally known expert on the middle 
classes presents a devastating ex- 
posé of every aspect of this amor- 
phous social bracket. “Bold in plan, 
economical in construction, incisive 
in analysis, sharp and witty in 
phrasing, this is a book that will 


have to be studied before we can 
make our full assessment of Ameri- 
can civilization.” —MAX LERNER. 
“What Mills has to say is important 
to any businessman who is seriously 
concerned with where our socitey is 
drifting.”"—Business Week $5.00 


THE STRUCTURE OF THE 
American Economy 


Ten Great Economists: 


By WASSILY W. LEONTIEPF. This 
important study analyzes the indus- 
trial input-output distribution of the 
American economic system. It ap- 
plies the general equilibrium theory 
derived from this input-output pic- 
ture to an empirical analysis of our 
economy in 1919, 1929 and 1939. This 


By JOSEPH A. SCHUMPETER. A 
great economist, late Professor of 
Economics at Harvard, presents his 
interpretation of the men most in- 
fluential in shaping the economic 
process during the past century. “A 
rare elucidation and evaluation of 
ten chapters in the history of eco- 


method provides a detailed descrip- 
tion of the economic system and en- 
ables the effect of a change in any 
one industry to be measured 
throughout the entire economy. “A 
new and usable tool for describing 
the American scene.”—-Modern In- 
dustry $5.75 


From Marx 
to Keynes 


nomic thought. . . . There may never 
be another man of such stature who 
writes from so intimate and detailed, 
as well as so profound, an under- 
standing of the history of economic 
thought.”—Southern Economic Jour- 
nal $4.75 


Four Thousand Million Mouths 


Scientific Humanism and the Shadow of World Hunger 


Edited by F. LE GROS CLARK and 
N. W. PIRIE. Essays analyzing the 
multiple problems of feeding the 
world’s rapidly increasing popula- 
tion by authorities in the field. They 
discuss modern methods of increas- 


ing food production, distribution and 
conservation, and man’s ingenuity 
through the ages in preparing and 
conserving possible sources of food. 
Illustrated $3.00 


The American Oxford Atlas 


“A handsome new venture in map- 
making and in the better understand- 
ing of the world which well-drawn 
maps can confer. The editors have 
concentrated on the questions which 
a user wishes answered.”—Chris- 
tian Science Monitor. With 120 
pages of maps in full color; new 


Oxford projection; special distribu- 
tion maps, based on informa- 
tion never before published, showing 
latest facts on climate, geographical 
structure, vegetation, population and 
land use; 98-page gazetteer with 
60,000 entries. $10.00 


At all bookstores 
OXFORD UNIVERSITY PRESS 


114 Fifth Ave., N. Y. 11, N. Y. 
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Cmely McGRAW-HILL Zooks 


ELEMENTS OF STATISTICAL METHOD. New 3rd Edition 


By Apert E, WaAuGH, University of Connecticut. Ready in April 
A revision of this outstanding book. While changes have been made in the new edition, 
the text is still designed to introduce the student to statistical concepts and nomenclature 
and to encourage him to think in statistical terms. Every effort is made to keep the 
discussion at the beginner’s level and to present basic ideas in such a way that the 
student will find it easy to continue under his own power. 


TRANSPORTATION. New 2nd Edition 
By Truman C. BicHAM and Merrity J. Roperts, University of Florida. Ready in 
April 
A functional approach with emphasis on the common principles which apply to all 
agencies, this text is primarily concerned with the fundamental economic principles 
which govern the industry itself and the re.ationships between the transportation func- 
tion and the entire economy. All types of transportation are covered. The text provides 
a basis for the appraisal of existing and future public policies regarding transportation. 


FUNDAMENTALS OF ECONOMICS. New 2nd Edition 


By Myron H. Umprert, F. Hunt and Cuartes V. Kinter, Northwestern 
University. Ready in April 
Revised in order to bring material up to date and to improve organization, the second 
edition of this well-known text covers the nature of economics and an industrial 
economy, production, consumption, money, national income, etc. Good organization and 
clarity of style make it exceptionally teachable. Problems and review questions accom- 
pany each chapter. 


MODERN ECONOMIC PROBLEMS 


By Myron H. Umpreit, Evcin F. Hunt, and Cuartes V. Kinter. 642 pages, $5.50 
Offering a unity and consistency of treatment and employing a systematic «pproach 
to the study of economics, this new book deals with the majority of current economic 
problems. First, the problem is stated, then factual information relating to each problem 
is presented, and finally the authors survey and analyze possible solutions. 


FINANCIAL HISTORY OF THE UNITED STATES 


By Paut Srupensk! and H. E. Krooss, New York University. 528 pages, $6.50 


Provides the historical perspective necessary for a better understanding of our systems 
of public finance. By describing the origin and development of these systems, and by 
testing the soundness of their underlying theories, the authors seek to clarify the prob- 
lem of choosing between alternative theories and policies. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, INC. 
330 WEST 42no STREET, NEW YORK 26, N.Y. 
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An important supplement to available textbooks 


By C. R. WHITTLESEY, Professor of Economics 

e and Finance, University of Pennsylvania, A group 

Re d of 100 selections geared to answer many of the 
ea — needs for which there is no provision in the usual 
textbooks. Selections have been chosen to afford 

additional discussion of subjects liable to prove 

difficult or technical for beginning students, signifi- 

M cant new material not yet included in texts, impor- 
oney tant money and banking problems, and theoretical 

aspects of much of present-day monetary contro- 


versy. The breadth of the selections, the contact 
with important publications and names in the field, 


B nki n and the challenging points of view will all provide 
a 7 4 the basis for intellectually productive classroom 


discussion. 
To be published in April. 


An original approach to the vital problems of economic analysis | 


By W. W. ROSTOW, Associate Professor of His- 

tory, Massachusetts Institute of Technology. Pro- 

THE fessor Rostow develops a theory that concerns itself 

with the social and political framework of the 

economy, the state of the industrial arts, and levels 

rocess of fixed capacity—factors usually classified as un- 

altered in short-period analysis. The theory, con- 

OF structed in a manner that will allow for quantitative 

verification, is used to formulate a dynamic process 

2 of growth, and applied to a wide range of subjects 

conomic including the business cycle, international trade and 

public policy. The book will be of prime interest to 

all economists, and, as an example of the use of 

row various techniques to solve a particular problem, to 
all social scientists. 

To be published in April. Text Price, $4.50 


A distinguished authority’s mature analysis 


B in Ss By ALVIN H. HANSEN, Lucius N. Littauer 
usi es Professor of Political Economy, Harvard Univer- 
sity. Professor Hansen’s latest and most important 

: book. “A comprehensive and well-integrated treatise 

yc es AND son business cycles, national income, and the various 
policies that have been proposed to iron out cyclical 

fluctuations . ..a comprehensive and well- reasoned 

a iona presentation of existing theory, written in clear and 


straightforward style."—LESTER V. CHAND- 


LE R, N.Y. Ti "Book R. 
income 


W.W.NORTON & COMPANY “Books that Live” 
101 Fifth Avenue, New York 3, N.Y. 
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an important book in press 


THE INDUSTRIAL ECONOMY: 


Its Technological Basis 
and Institutional Destiny 


CLARENCE C. Ayres University of Texas 


Brilliantly written, challenging, and provoca- 
tive, THE INDUSTRIAL ECONOMY is a 
full-length statement of the “institutionalist” 
conception of the economy, written for begin- 
ners, and designed for classroom use. It is a 
book which will be welcomed by the many 
teachers who are increasingly dissatisfied with 
the traditional concepts. Dr. Ayres discusses the 
unreality of the “classical’’ picture of the econ- 


omy, and proceeds to offer an alternative de- 
scription of the economy as a whole. His func- 
tional and dynamic concept resolves the issue 
of economic individualism and personal free- 


dom. 


As a basal text, or as a second book to accom- 
pany an orthodox text, THE INDUSTRIAL 
ECONOMY will serve admirably as a stimulus 
to students’ thinking and as a guide to their 
understanding of the economic world in which 


they live. 


Houghton Mifflin Company 


Boston New York Chicago Dallas San Francisco 


Please mention Tue American Economic Review Ithen Writing to Advertisers 


Bringing the Library to the Student . . . 


OUTSIDE READINGS 
IN ECONOMICS 


Edited by Arveicu P. Hess, Jr., Ropert E. GALLMAN, Joun P. Rice, and 
Cart Stern, Wharton School of Finance and Commerce, 
University of Pennsylvania 


Significant—each article a definite contribution to student understand- 
ing. Average length of articles: nine pages. 


Up-to-Date—74% of the articles were first published since 1945. 
Inexpensive—costs the student only about one cent per day to own a 
copy and have it constantly available. 


SOME EARLY ADOPTIONS 


University of Michigan Southern Methodist University 
University of Notre Dame Wellesley College 

University of Pennsylvania State College of Washington 
Williams College University of Connecticut 

Hofstra College Woman’s College (University of 


North Carolina) 
University of Tennessee 
Junior College Oberlin College 


Adelphi College Colgate University 
Bowling Green State University Quincy College 
Gettysburg College Rockford College 
Russell Sage College Earlham College 
Haverford College Susquehanna University 
Indiana Technical College Kansas Wesleyan University 
Union Junior College Johns Hopkins University 
Kutztown (Pa.) State Teachers University of Toronto 
College 
Franklin College 
ork College Lafayette College 
Franklin & Marshall College Knox College 


Western Michigan College of Educa- 
Pes University of Wichita 


University of Wisconsin New York University 


Indiana University University of Nebraska 


August, 1951 877 pages Hard cover $2.95 


THOMAS Y. CROWELL COMPANY 


432 Fourth Avenue New York 16, N.Y. 


Please mention Tue Amertcan Economic Review When Writing to Advertisers 


University Press 


Survey of U.S. 


International Finance 


Compiled by the International Finance Section, Princeton Uni- 
versity, under the direction of Gardner Patterson. This series of 
annual volumes presents facts and interpretation on the inter- 
national financial policies and activities of the United States, 
including the American role in the International Bank, ECA, 
UNESCO, etc. Each volume covers one calendar year and ap- 
pears as soon as the availability of data will permit. Paper bound. 

Vol. I (1949) $1.75. Vol. Il (1950) $2.25 


Theory of 
Investment 
of the Firm 


By FRIEDRICH and VERA LUTZ. Using a concept of dynamic 
equilibria, the authors, working at Princeton University, have 
developed a method of analysis which integrates the theories of 
production and capital as applied to the individual firm. “The 
treatment is scholarly and compact, providing a unified literary 
and mathematical attack on the subjects treated.”—U.S. Quar- 
terly Book Review. $4.00 


AT YOUR BOOKSTORE 
PRINCETON UNIVERSITY PRESS 


Please mention Tue American Economic Review When Writing to Advertisers 


Up-to-date and Teachable Texts 


Mathematics of Finance 


Albert E. May, Assistant Director 
Racine Extension Center, University of Wisconsin 


A simple, direct presentation is featured in this new text. There 
are more than six hundred exercises, all of which may be solved by 
the use of no more than eight formulas. All necessary tables are 
included. 


Economics of Investment 


Jacob O. Kamm, Director, School of 
Commerce, Baldwin-Wallace College 


‘This comprehensive book covers the individual's selection of invest- 
ments, the long-range planning of his entire investment program, 
and the policies which influence his actions as an investor. The 
clarity of the presentation enables the beginner to master impor- 
tant fundamentals. 


Elementary Economics 


Leland J. Gordon, Chairman, Department 
of Economics, Denison University 


Avoiding the assumption that all students will be businessmen, this 
introductory text demonstrates the importance of economic prin- 
ciples for every student. Each principle is introduced functionally. 
Teacher's Manual of Short-answer Questions. Student’s Manual. 
Teacher's Manual and Key. 


Economics for Consumers * Second Edition 


Leland J. Gordon, Chairman, Department 
of Economics, Denison University 


The distinctive feature of this widely used book is that it works 
through established economic principles, always from the con- 
sumer point of view. The central theme is consumer welfare. 


Public Finance 


William Withers, Associate Professor 
of Economics, Queens College 


This text makes a comprehensive survey of American financial 
history, then views current problems in the light of their historical 
background. Public finance subject matter is integrated with the 
main body of economics. 


AMERICAN BOOK COMPANY 


55 Fifth Avenue 300 Pike Street 351 East Ohio Street 
New York 3, N.Y. Cincinnati 2, Ohio Chicago 11, Illinois 
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The Economics of the International 
Patent System 


by Edith Penrose 


Taxinc issue with certain cherished 
dogmas of the legal profession, the author concludes this analysis of the 
economic justification for international patenting with positive recommen- 
dations for the revision of the present Convention 


Contents—Historical Introduction; The Rationale of the Patent 
System; The Development of the International Convention for 
the Protection of Industrial Property—Its Patent Provisions; The 
Economics of the International Protection of Patentees—A Survey 
of the Issues, The Balance of Costs and Gains; Compulsory W ork- 
ing of Foreign Patents; Compulsory Licensing of Foreign Patents; 
Compulsory Licensing and International Patent Cartéls; Criti- 
cisms and Economic Principles of Reform; Summary and Con- 
clusions; Bibliography; Index 


The Theory of Intersectoral Money Flows 
and Income Formation 


by John Chipman 


Thus highly original work in pure eco- 
nomic theory treats the economy as a group of interrelated sectors rather 
than as a single aggregate, and thus forms the basis for the author’s con- 
ception of the “multi-sector” multiplier $2.00 paper; $3.50 cloth 


Contents—PART I: The Model—Introduction, Dissecting the 
Economy, Applying the Model; PART II: Two Sectors—The 
Bi-sector Multiplier, Alternative Formulations of the Bi-sector 
Multiplier; PART III: Several Sectors—The Multi-sector Multi- 
plier, Properties of the Multi-sector Multiplier, Further Develop- 
ment and Refinement 


The Johns Hopkins Press + Baltimore 18, Md. 
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‘ COMBINED APPROACHES 


ECONOMICS 


An Introductory Analysis of 
the Level, Composition, and 
_Distribution of Economic Income 


By B. W. KNIGHT and L. G. HINES 
Dartmouth College 


For teachers who want an introductory text that combines all the 
significant approaches to economics according to their pertinence, 
that is clear and interesting to read, and is adroitly organized with 
a true teacher’s understanding of the difficulties encountered by stu- 


dents in elementary economics, 


satisfactory. 


|. Basic Problems 
2. Basic 
3. Specialization 
of Organization 
Copitaliam and Government 


Framework of the Economy 


a 

Come 
9. Entrepreneurship: Ris 
10. Money and Credit 

. Bankin 
1 Federal Reserve System 
National Income as a Whole 
13. National Output and 
14. Trade, Employment, and Inco 

. Tre 
salen Busi Cycles 

| Policy 
ie. Stabilization 
Individual Outputs and Prices 
19. Diminishing Returns 
20. Demand 


Prices 
Competitive Normal Prices 
24. Monopolistic Normal Prices 


this book will prove eminently 


25. Monopolisti 
(Concluded) Normal Prices 


Functional Dj. ii 
Wages Stribution 


27. 
= hod (Concluded) 
29. Interest 
30. Profits 
Selected Problems 
Monopolies 
Natural i 
(Concluded) 
3. Trusts 
34. Agriculture 
Insecuri 
nomic In. i 
37. Government 
International Economics 
. Introduction: Foreign Exchange 


Commerci. 
#0. Policy 


4i. i 
— and Commodity Agree- 
Socialism and War 


42. Democratic Sociali 
43. Autocratic Socialis 


63% x 9'% inches, cloth, 960 pages, illustrated; $5.75 text. 
Ready in May 


Examination Copies on Request 


ALFRED A. KNOPF, Inc. 
501 Madison Avenue, New York 22, N.Y. 


BORZOI 


| sm (England) 
| Im (Russia) 
4. Economics and War iW: 
College Books 


new 


WILCOX and COCHRANE 
YODER 


in economics and industrial relations 


fentice-hall, tne 


| | 
ANDERSON 
BLOUGH 
| DAVEY 
GALENSON 
| 
McISAAC 
NEWMAN 
PROCHNOW 
WESTMEYER | 


the 
federal 
taxing 
process 


economics 
of 

american 
agriculture 


the 
development 
of economic 
thought 


taxation 
and the 
american 
economy 


prentice-hall, inc. 


by Roy Blough, University of Chicago (on 
leave); Member, Council of Economic Advisers 
to the President 


Examines the process by which federal tax policy is 

formed and the criteria upon which tax programs 

rest. The influence of the Bureau of Internal 

Revenue and the courts on tax policy is studied, 

together with specific issues of tax distribution. 


March 1952 480 pages 6” x 9” 


by Walter W. Wilcox, Legislative Reference 
Service, Library of Congress, and Willard W’. 
Cochrane, University of Minnesota 


Throughout this text the basic principles of agri- 
cultural economics grow out of the study of actual 
problems. Effective use is made of statistical and 
historical description together with the research 
findings of agricultural economists over the past 
years. 

1951 594 pages 55/4” x B44” 


by Philip C. Newman, Rutgers University 


In chronological sequence the author studies the 
major economic theories and theorists against a 
historical and bibliographical background from 
pre-mercantilism to the present day. Emphasis 
is on such recent economists as Chamberlin, 
Robinson, Stackelberg, and Keynes. 

January 1952 480 pages 6" x 9” 
by William H. Anderson, University of 
Southern California 


In an economic, legal, and administrative context, 
the author studies problems, policies, principles, 
practices, and procedures of taxation. He describes 
all major forms of taxation, their means of 
administration, and their effect on the individual 
taxpayer. 


November 1951 598 pages 6” x 9” 


70 fifth avenue, new york 11, n. y. 


Edited by Walter Galenson, University of 
California, Berkeley 


Seven authorities in the field study the history and 
operation of the major foreign labor movements 
of Great Britain, Scandinavia, Australia, Germany, 
France, Italy, and Russia. They emphasize trade 
union history, collective bargaining, and relation- 


ships with political parties. 
March 1952 649 pages 6” x 9” 


by Harold W. Davey, lowa State College 


With strong emphasis on both economics and 
politics of collective bargaining, this new text 
studies both problems and policies. The need for 
increasing productivity consciousness and cost 
consciousness is stressed. 


1951 532 pages 6” x 9” 


by Dale Yoder, Director, Industrial Relations 
Center, University of Minnesota 


A basic study of manpower management, this book 
stresses principles and policies and recognized 
objectives. A systematic outline, the text empha- 
sizes managerial aspects rather than techniques. 
Case studies are included. 


coming spring 1952 


by R. E. Westmeyer, Professor of Business 
Administration, University of Arkansas 


With primary emphasis on economics, regulation, 
and public policy, this new book studies the whole 
subject of transportation in the United States. 
Extensive material is included on motor, water, 
and air transportation. A final section studies the 
broad problems of public policy. 


coming spring 1952 


70 fifth avenue, new york 11, n. y. 


comparative 
labor 
movements 


contemporary 
collective 
bargaining | 


manpower 
management: 
personnel adminis- 
tration and industrial 
relations 


economics 
of 
transportation 


prentice-hall, inc. 


economics: 
basic 
problems 
and analysis 


elements 
of 
economics 
analysis 


american 
financial 
institutions 


prentice-hall, inc. 


by Cliffiord L. James; with James D. Calderwood, 
and Frances W’. Quantius, all at Ohio State 
University 


In non-mathematical terms, this text covers economic 
principles and analysis applied to current problems 
of economic policy. Emphasis is on methods of 
analysis, functioning of markets, changing levels of 
income and employment, and the role of government 
and economic policy. 


1951 611 pages 6” x 9” 


by Archibald M. Mclsaac, Syracuse University 


Presents cost-price analysis and the economics of 
the firm in a simple, understandable approach. The 
author synthesizes the economics of the firm and the 
general theory of income and employment by means 
of break-even charts. 


1950 240 pages 6” x 9” 


Edited by Herbert V. Prochnow, Vice-President, 
The First National Bank of Chicago 


Written by 25 leading authorities, this single volume 
features a new integrated study of the institutions 
and operations of our entire financial structure. The 
far-reaching and important changes of recent years 
are emphasized. 


1951 799 pages avy’ 


send for yout copies 


70 fifth avenue, new york 11, new york 


ptd. in U.S.A. C-ECp-1 


anew BYE and HEWETT text 


The 


Keonomic This thoroughly modern college textbook for 
introductory courses in Economics offers a 

complete survey of economic principles and 

problems. The book is characterized by the 

extraordinary clarity of its exposition, its ad- 

Process: mirable balance, its copious illustrative exam- 
ples, and its close integration of principles 

and problems. The unusually comprehensive 

treatment of economic problems builds on 

Its the background of the theories presented. 
The major emphasis is on the problems. In 

every case the presentation of theory leads 

up to its applications. National income, 

ee Keynesian economics and the theory of em- 
Principles ployment are carefully and clearly developed 
in their proper setting with relation to neo- 

classical teachings. Alternative economic 

systems are fully covered, and there is an 

and historical chapter on THE EVOLUTION OF 
CAPITALISM. To help the student, new terms 

and ideas are clearly defined upon their first 

appearance and chapter summaries, an an- 

notated bibliography, and 65 diagrams and 


Problems pe are provided. To be published in 


pril. 


Raymond T. Bye 
William W. Hewett 


Appleton=-Century-Crofts, Inc. 
35 West 32nd St., New York 1, N.Y. 
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London School of Economics 
and Political Science 
UNIVERSITY OF LONDON 


The following reprints of scarce tracts in economics and political science, 
published by the London School of Economics and Political Science, are 
available to members of the American Economic Association at the re- 
duced prices quoted. Orders must be sent to the Secretary of the American 
Economic Association, Evanston, Illinois, and must be accompanied by a 
draft in favor of the London School of Economics and Political Science. 


Series of Reprints of Scarce Tracts in Economic 
and Political Science 


1. ALFreD MARSHALL. Pure Theory of Foreign Trade and Pure Theory 
= Domestic Values. (1879) 1930, reissued 1935, 1949; 28, 37 pp. 6s. 


6. J. F. Bray. Labour's Wrongs and Labour’s Remedy; or, The Age of 
Might and the Age of Right. (1839) 1931; 218 pp. 5s. Od. 


16. F. H. Knicut. Risk, Uncertainty and Profit. (1921). With a new in- 
troduction by the Author, 1933, reissued 1935 and 1937, 1939; xl, 396 
pP., —_ Note 1940, 1946; New Preface 1948, Iviii, 381 pp. 
10s. 5d. 


19. Cart Mencer. Kleinere Schriften zur Methode und Geschichte der 
Volkswirtschaftslehre. 1935; 292 pp. (Collected Works of Carl 
Menger, Vol. III) 7s. 6d. 


20. Cart MENGER. Schriften itber Geldtheorie und Wahrungspolitik. 1936; 
332 pp. (Collected Works of Carl Menger, Vol. IV) 7s. 6d. 
(Nos. 2, 3, 4, 5, 7, 8, 9, 10, 11, 12, 13, 14, 15, 17, 18 are out of print) 


Series of Reprints of Scarce Works on Political Economy 


4. Mountirort Loncrretp. Three Lectures on Commerce and One on 
Absenteeism. (1835) 1937; iv, 111 pp. 5s. Od. 


7. Joun Stuart Mitt, Essays on Some Unsettled Questions of Political 
Economy. (1844) 1948; vi, 164 po. 8s. 9d. 


8. D. H. Rosertson. A Study of Industrial Fluctuation. (1915) With a 
new Introduction by the Author, and an appendix entitled “Autour 
de la Crise Américaine de 1907 ou Capitaux-réels et Capitaux- 
apparents” by M. Labordére. (1908) 1948; xxv, 350 pp. 10s. 5d. 


Lestre SterpHEN. The English Utilitarians. 3 Volumes 
9. Vol. I, “Jeremy Bentham,” vii, 326 pp. ) (1900) 1950 
10. Vol. II, “James Mill,” vi, 382 pp. GR 
11. Vol. III, “John Stuart Mill,” vi, 525 pp. j 


12. M. DororHy Georce. London Life in the XVIIIth Century. (1925) 
1930, 1951. 468 pp. 12s. 6d. 


(Nos. 1, 2, 3, 5, 6 are out of print) 
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Important Hot 


ECONOMICS OF AMERICAN MANUFACTURING 


EDWARD L. ALLEN, American University 


This authoritative and up-to-date book provides a consistent and logical analysis of 
19 outstanding industries. Ready late April, About 500 pages, Probably $4.25 


PRICE THEORY 


JOE S. BAIN, University of California, Berkeley 


A thorough revision and expansion of the first part of the author’s Pricing, Distribution, 
and Employment, adapted to courses in price theory. Ready in May, About 475 pages, 
Probably $3.75 


A GRAPHIC APPROACH TO ECONOMICS 
K. WILLIAM KAPP, Brooklyn College, and LORE L. KAPP 


A valuable collection of graphs, charts, diagrams, and maps illustrating the principles 
and problems treated in the basic course in economics. 1951, 174 pages, Paper-bound $1.90 


ECONOMIC MOBILIZATION AND STABILIZATION 
LESTER V. CHANDLER and DONALD H. WALLACE, Princeton University 


A collection of important writings on the political economy of war and defense, with 
emphasis on the problems of stabilization. 1951, 610 pages, $4.50 
CONTEMPORARY ECONOMIC SYSTEMS—Revised Edition 


EARL R. SIKES, Dartmouth College 


A thorough revision which brings the description and analysis of the leading economic 
systems up to date. 1951, 756 pages, $5.00 
THE ECONOMIC THEORY OF HEINRICH PESCH 


RICHARD E. MULCAHY, S.J., University of San Francisco 


This important book is the first to appear in this country on the economic theory and social 
philosophy of Heinrich Pesch. Ready in April, About 200 pages, Probably $3.50 


THE RISE OF MODERN COMMUNISM 


MASSIMO SALVADORI, Smith College, Bennington College 


A concise and compact account of the history of the communist movement in the 20th 
century. 1952, 118 pages, college edition paper-bound $1.25 


HENRY HOLT AND COMPANY 383 Madison Avenue, New York 17 
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Where are the planes? 


IS was the question asked in 1940. It dominated the election of ‘40. 
“‘Where are the planes?” is the question of ‘52 — and the answer will go 
far to determine the coming election. 
STRUGGLE FOR SURVIVAL is the story of the crisis of ‘40-'45 . . . History is 
being repeated ... These challenging book reviews by experts tell you why 
STRUGGLE FOR SURVIVAL is must reading for informed Americans today. 


THE SATURDAY REVIEW: “A study in politics in the broadest sense 
of the term . . . Janeway’s style is sparkling and provocative . . . This account is 
invaluable for an understanding of the present problems of industrial mobilization. 
Moreover, it is a book about which students of politics will long debate. Some of 
them may disagree with Mr. Janeway’s analysis, but none of them will find it dull.” 

—PROFESSOR ROBERT H. CONNERY 


THE YALE REVIEW: “A brilliant analysis of the enduring significance as 
well as the key events and personalities of our last previous mobilization; it is a 
major contribution to understanding some of the most critical issues facing us today 
as well as in the period directly described. 

“In at least three important respects, the book makes substantial additions to the 
body of literature on mobilization in the second World War. First, out of the mael- 
strom of multiple and confusing events there emerges a synthesis and a viewpoint 
as to what it all means. Second, Mr. Janeway helps balance the available literature 
by some sharp clashes with most published works. He presents an interpretation 
of certain major events which, while not unknown to ‘insiders’ has hitherto not 
been fully detailed between two covers .. . Third, Mr. Janeway is far and away the 
most competent craftsman ever to undertake the story of economic mobilization. 
The result is an exciting, suspenseful, and often quotable book which any literate 
person could understand and should enjoy.”—PROFESSOR HERMAN MILES SOMERS 


THE STRUGGLE 
FOR SURVIVAL 


By ELIOT JANEWAY 


Business Trends consultant to Newsweek, widely known 
economist and advisor to many industries and companies. 


YALE UNIVERSITY PRESS y 
Dept. AER, 143 Elm St., New Haven 7, Conn. 
copies of — for Survival @ $5.00 each. 


At your bookseller, 
or mail this coupon 


today. 


Please mention Tue American Economic Review When Writing to Advertisers 


\ \ 
| 
| 


Important New Revisions 


MODERN CORPORATION FINANCE 


By William H. Husband, Federal Savings and Loan Insurance Corporation, and 
James C. Dockeray, Professorial Lecturer, George Washington University 


READY APRIL 1 


This new Third Edition, completely rewritten and reset, incorporates all the 
recent changes in the field. It will fit the needs of courses in Corporation Finance 
even better than did the previous edition, which was adopted by more than 150 


colleges and universities. 


Examples and illustrative material have been used throughout the new edition 
in order to make the book more understandable and to present a more realistic 
picture of corporation finance. Capitalization and Recapitalization are given full 
treatment, and the sections on Corporate Securities and Distribution of Securities 
has been broadened and revised in the light of the many changes which have 
taken place in recent years. 


While the private-enterprise a’ »roach is emphasized throughout the book, the 
authors also take a realistic view of the questions of public policy and govern- 
ment regulation. Send for examination copy. 


MARKETING: Principles and Methods 


REVISED EDITION 
By Charles F. Phillips, Bates College, and Delbert J. Duncan, University of California 


READY APRIL 15 


This new edition represents a thorough revision of the widely used marketing 
book by Phillips and Duncan. The text has been completely rewritten and re- 
organized in the light of the experience of classroom users. The discussion has 
been brought entirely up to date and now incorporates the most recent material, 
including pertinent data from the latest census. 


The chapters on pricing have been expanded and rewritten and the fundamental 
principles of pricing have been applied to actual marketing situations. The section 
on retailing carefully differentiates between the problems of small-scale and 
large-scale business. Throughout the revision more emphasis has been placed on 
marketing functions and marketing costs. 


The consumer approach, which made this text so popular in its first edition, is 
retained in this new edition. Write for your examination copy. 


RICHARD D. IRWIN, INC. 
HOMEWOOD, ILLINOIS 
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To be published in April 
Economic Forces in 


American History 
by 


GEORGE SOULE 
(Bennington College) 


Here is a new type of economic history which blends history and economic 
principles, problems and applications. More than half the book is devoted to 
the 20th century, in part from the endeavor of the author to illuminate the 
current scene, in part from the steadily increasing complexity of the economic 
process. This text will equip students for work in principles, and for those who 
have had such work will clarify their understanding of the application of these 
principles. 


Approx. 640 pages, probably $4.75 


WILLIAM SLOANE ASSOCIATES, Inc. 
119 West 57th St. New York 19 


BACK NUMBERS WANTED 
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